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Calendar of Events 


November 5—4:30 P. M.—Special 
Technical Meeting. Subject: Con- 
solidations and Reorganizations. 
Location: Society’s Office, 15 FE. 
41st Street, New York City. 

November 6—7:30 P. M.—Special 
Technical Meeting. Subject: So- 
cial Security Taxes. Location: 
Engineering Auditorium, 29 W. 
39th Street, New York City. 

November 12—4:30 P. M.—Special 
Technical Meeting. Subject: Au- 
tomobile Dealers’ Accounting. Lo- 
cation: Society's Office, 15 E. 41st 
Street, New York City. 

November 13—Regular meeting of 
the Board of Directors. 

November 13—7:30 P. M.—Special 
Technical Meeting. Subject: In- 
ventory Methods. Location: En- 
gineering Auditorium, 29 W. 39th 
Street, New York City. 

November 17—7:30 P. M.—Society 
Meeting. Subject: Federal Taxa- 
tion. Location: Waldorf-Astoria 
Hotel, Lexington Avenue and 49th 
Street, New York City. 

November 25—4:30 P. M.—Special 
Technical Meeting. Subject: Min- 
ing and Smelting Accounting. Lo- 
cation: Society’s Office, 15 E. 41st 
Street, New York City. 

November 27—7 :30 P. M.—Special 
Technical Meeting. Subject: Gov- 
ernmental Accounting. Location: 
Engineering Auditorium, 29 W. 
39th Street, New York City. 

2— 4:30 P.M. Special 
Meeting. Subject: Sav- 

ings and Loan Association Ac- 

counting. Location: Society’s Of- 
fice, 15 E. 41st Street, New York 

City. 


November, 1941 


December 
Technical 


December 4—Regular meeting of 
the Board of Directors. 

December 4—7:30 P.M. Special 
Technical Meeting. Subject: Mu- 
nicipal and Local Taxation. Loca- 
tion: Engineering Auditorium, 29 
W. 39th Street, New York City. 

December 8—7:30 P.M. Society 
Meeting. Subject: State Taxation. 
Location: Waldorf-Astoria Hotel, 
Lexington Avenue and 49th 
Street, New York City. 

December 9—4:30 P.M. 
Technical Meeting. Subject: 
Beverage Accounting. Location: 
Society's Office, 15 E. 41st Street, 
New York City. 

December 11—7:30 P.M. Special 
Technical Meeting. Subject: Ad- 
ministration of Accounting En- 
gagements. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 


Special 


December 16—4:30 P.M. Special 
Technical Meeting. Subject: 


Dairy Industry Accounting. Lo- 
cation: Society's Office, 15 E. 41st 
Street, New York Gity. 


December 18—7:30 P.M. Special 
Technical Meeting. Subject: 
Practice Procedure. Location: 


Engineering Auditorium, 29 W. 
39th Street, New York City. 


New Committee on Professional 
Conduct 

The Society’s Board of Directors 
recently approved, as of October 1, 
1941, a merger of the former com- 
mittees on Ethics and on Violations 
of the C.P.A. Law into a new Com- 
MITTEE ON PROFESSIONAL CONDUCT. 
Under the new set-up, matters per- 
taining to violations of the rules of 
professional conduct of the Society 
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and of the C.P.A. law will be handled 
entirely by this committee. Dupli- 
cation of effort and questions of 
jurisdiction will thereby be avoided. 

The committee intends to act vigi- 
lantly on matters brought to its at- 
tention. The maintenance of the 
standards of ethical conduct as con- 
tained in the Rules of Professional 
Conduct by members of the Society 
is of vital importance to the good 
reputation of the Society and its 
members. Prosecution of violations 
of the C.P.A. law safeguards the 
certificate of certified public account- 
ant. It is the duty of all members 
of the Society to promptly bring to 
the attention of this committee all 
matters of violations coming within 
its scope. 

3elow is the scope of the new 
committee as recently approved by 
the Board of Directors. 

Scope of the Committee 
The Committee shall: 

1. Investigate any complaints 
made against members of alleged 
violation of the rules of professional 
conduct set forth in Article XVIII 
of the by-laws and report its recom- 
mendations to the Board of Direc- 
tors. 

2. Investigate any complaints of 
alleged violation of the C.P.A. law, 
and report its recommendations to 
the Board of Directors. 


3. On its own initiative, investi- 
gate instances which come to its 
notice of apparent violation of the 
C.P.A. law of New York State or of 
the rules of professional conduct of 
this Society; and report its recom- 
mendations to the Board of Direc- 
tors where further action is deemed 
to be advisable. 


4. Carry out the instructions of 
the President or of the Board of 
Directors in connection with or 
growing out of any of the foregoing 
matters, including active cooperation 
with governmental administrative 
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agencies, civil or criminal authori- 
ties, interested in or having jurisdic- 
tion over such matters. 

5. Reply to inquiries from mem- 
bers and others on matters relating 
to professional conduct, ethics, and 
violations of the C.P.A. law. 

6. Initiate or consider proposed 
changes in the Society’s Rules of 
Professional Conduct, and in the 
C.P.A. law as it applies to the lawful 
and ethical conduct of accountants, 
and report its recommendations to 
the Board of Directors. 

7. Cooperate with similar com- 
mittees of other State Societies and 
of the American Institute of Ac- 
countants. 


Members of the Society appointed 
to serve on this Committee are: 
JoseruH Getz, Chairman 
WILLIAM D. CRANSTOUN, 

Vice Chairman 

WALTER L. BRADLEY 
CHARLES F. CARR 
GEORGE COCHRANE 
Raymonp J. HANNON 
SAMUEL KAPLAN 
Epwarp A. KRACKE 
CHRISTOPHER L. ROSCHER 
SAMUEL J. SHERMAN 
Otto A. SHULTs 


Tax Meetings 


As announced in the October is- 
sue, the Society’s Committee on 
Federal Taxation is planning a series 
of monthly tax meetings during the 
year for discussion of various new 
developments and problems of inter- 
est to members in the field of taxa- 
tion. 

The first of these sessions will co- 
incide with the regular November 
meeting of the Society which will be 
held in the Grand Ballroom of the 
Waldorf-Astoria Hotel at 7:30 p.m. 
on November 17, 1941. The program 
will consist of two short papers by 
prominent tax accountant members 
of the Society, as follows: 
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State Society Activities 


1. “Pointers on 1941 Federal JIn- 
come Taxes’—by J. K. Lasser, 
Crm. 

2. “Pointers on 1941 Federal Excess- 
Profits Taxes’ —by Walter A. 
Cooper, C.P.A. 

Mr. Lasser is a member of the 
Society’s Committee on Federal Tax- 
ation and the author of “Your In- 
come Tax” and “Your Corporation 
Tax.” Mr. Cooper is a member 
of the same Committee and also 
Chairman of the Federal Tax Com- 
mittee of the American Institute of 
Accountants. The greater part of 
this meeting will be devoted to dis- 
cussion, providing an opportunity for 
members to raise questions from the 
floor which will be answered by the 
two speakers in cooperation with J. 
S. Seidman, Chairman of the Com- 
mittee. Members are urged to send 
in to the Society’s office any ques- 
tions on federal taxes they wish to 
have answered at this meeting. 

As previously announced, the So- 
ciety’s meeting on December 8th 
will be devoted to papers and dis- 
cussion on the subject of New York 
State Income Taxes. This is the 
regular December meeting of the So- 
ciety and will be conducted by Ben- 
jamin Grund, Chairman of the State 
Taxation Committee. Speakers and 
subjects will be subsequently an- 
nounced. 

On Monday evening, December 
15th, the Federal Taxation Commit- 
tee will hold a meeting in the main 
auditorium of the Engineering So- 
ciety Building, 25 West 39th Street, 
at 7:30 p.m. This meeting will be 
in charge of Nathaniel Bergman in 
cooperation with Messrs. Byerly and 
Meyer, all members of the Commit- 
tee. It will be devoted primarily to 
the subject of “Inventory and Other 
Year-End Tax Problems.” There 
will be a short paper presented, with 
the greater part of the meeting given 
over to questions and answers. 

The Committee has also an- 
nounced that on Monday evening, 


1941 


January 19th, at the Engineering 
Auditorium, the third series of tax 
meetings will take place, the subject 
being “Tax Problems Involving De- 
preciation, Depletion, and Amortiza- 
tion.” The meeting will be con- 
ducted by Francis P. Byerly. 


October Meeting 


On the evening of October 20, 
1941, the first meeting of the Society 
year was held at the Waldorf-As- 
toria Hotel. The occasion witnessed 
the formal inauguration of Andrew 
Stewart as president of the Society 
for the coming year to succeed A. S. 
Fedde, retiring, to whom he pre- 
sented a gavel in appreciation of the 
latter’s services as president during 
the past year. Mr. Stewart, who is a 
partner of Haskins & Sells, is also 
a member of the Council of the 
American Institute of Accountants. 
At the present time he is serving in 
an advisory capacity in the office of 
the Under Secretary of War, Wash- 
ington, D. C. In asuming office, Mr. 
Stewart spoke in part as follows: 

“In taking office at a time when 
the world is in the greatest turmoil 
of war in all history, I do so with a 
sense of great responsibility realiz- 
ing that, during the coming year, 
many new problems will have to be 
faced and many new sacrifices made. 
In fact, the coming year promises to 
be undoubtedly the most important 
in the history of our profession. The 
new tax legislation and the demands 
made on us both by government and 
by business in connection with the 
defense program offer a serious chal- 
lenge which, as a profession, we 
must meet with confidence in our 
ability to prove our worth. We must 
take the lead in improving account- 
ing standards instead of waiting, as 
has happened in the past, for pres- 
sure from some agency outside our 
profession. 

“The profession of accountancy 
can exist only in an economic system 
of free enterprise. Let us ever keep 
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in mind that the keystone of our 
profession is not only our ability to 
evaluate the meaning and effect of 
financial transactions, but also our 
freedom to express our untrammeled 
and independent opinion regarding 
them. 

“In connection with the national 
defense program, the list of members 
of our profession who have contri- 
buted freely of their services is a 
large one. They have served in a 
manner which will leave a lasting 
mark of accomplishment in the an- 
nals of government. Much more is 
likely to be asked of us, and I am sure 
that | speak for all of our members 
when I say that all assistance to Gov- 
ernment of which we are capable 
will be willingly and promptly 
given.” 

The meeting itself was devoted to 
the subject of wages and hours and 
the Society had the pleasure of listen- 
ing to comments by Norman S. Alt- 
man, Senior Attorney and Solicitor 
in the Wage and Hour Division of 
the United States Department of 
Labor, Washington, D. C., and Ar- 
thur J. White, Regional Director of 
Wages and Hours for the New York 
area. Two short papers were pre- 
sented by Messrs. Altman and White 
and the balance of the meeting was 
given over to questions from the 
floor which were ably answered and 
discussed by Mr. Altman. The theme 
of the meeting was “Applications 
and Requirements of the Wage and 
Hour Act,” and in addressing the So- 
ciety on this subject, Mr. Altman 
made the following interesting re- 
marks: 

“The Wage and Hour law, with its 
40-hour limitation on the straight- 
time workweek, is an asset to the 
National Defense program, rather 
than a detriment. There has been 
much misrepresentation of the pur- 
poses and effects of the Wage and 
Hour law. It does not, for example, 
put any arbitrary limit on the num- 
ber of hours labor may work. All 
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the law requires is that if the worker 
is employed more than 40 hours a 
week, he shall be paid time and a 
half his regular rate of pay for the 
overtime. 

“This provision of the law was in- 
tended by Congress to hasten re-em- 
ployment since it is obviously to the 
advantage of the employer to hire 
additional workers at straight-time 
rates of pay, then to pay a penalty 
for the privilege of working his peo- 
ple overtime. The law provides the 
manufacturer with an incentive to 
add an additional shift, or even a 
third shift. 

“Despite recent increases in em- 
ployment, there are still many mil- 
lions without jobs, and it has been 
estimated that the applicatidn of 
material priorities will result in the 
closing of from 5,000 to 6,000 plants, 
throwing from one to two million 
more people out of work, before the 
end of the year. At this time, when 
the Nation needs the labor of every 
man willing and able to work, can 
we afford the drag of unemployment 
on our productive efforts? 


“It is a fact that in many occupa- 
tions in the defense industries over- 
time is being worked. But employers 
are paying for that overtime at the 
legal rate, and they are paying it 
without complaint. I have not yet 
seen any evidence that they cannot 
afford to do so. But those who want 
labor standards scrapped in the pres- 
ent emergency do not specify that 
they want labor to work longer for 
less money merely in the defense in- 
dustries ; they want labor standards 
scrapped for everybody—for girls 
working in candy factories, for em- 
ployees of shoe, textile and garment 
factories, for diamond cutters and 
women knitting babies’ ‘bootees.’ 
They want them scrapped for mil- 
lions of people who are not working 
in the defense program at all. 

“It is rather interesting to note 
that the people who most strongly 
urge longer hours at less pay for 
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labor, are the very ones, by and 
large, who have protested most 
vigorously the suggestion that a 
limit be placed on profits. 

“More than half of all workers in 
the basic defense industries are em- 
ployed under collective bargaining 
contracts that require the payment 
of time and a half, and in some in- 
stances more, for work beyond 40 
hours a week. So far as these work- 
ers are concerned, relaxation of the 
present hours requirements would 
have no effect whatever on em- 
ployers’ labor costs. The people who 
would be deprived of protection 
would be the unskilled and the un- 
organized, of whom there is no 
shortage, at the bottom of the eco- 
nomic heap. These are the people 
who cannot protect themselves and 
who will not be protected against 
exploitation unless it is done by 
law.” 


Buffalo Technical Conference 


On October 24, 1941, the second 
Fall Technical Conference sponsored 
by the up-state chapters of the So- 
ciety was held at the Hotel Statler in 
Buffalo, New York. 

The Conference was divided into 
morning, afternoon, and evening ses- 
sions at which were presented a 
number of interesting papers fol- 
lowed by discussion from the floor. 
Arrangements were made by a Cen- 
tral Conference Committee of which 
R. Douglas Campbell of Buffalo was 
Chairman. The program is repro- 
duced below and copies of papers 
presented are available at the office 
of the Society. 


MORNING SESSION 


Subject: The Audit Program 


Chairman—R. Douglas Campbell, C.P.A. 
Buffalo, N. Y. 


(a)—Extent of Sampling Required 


Speaker: Joseph L. Brock, C.P.A., 
Buffalo, N. Y. 
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(b)—Adaptation of Audit Program to Cur- 
rent Trends in Audit Procedures 


Speaker: Robert J. Nelson, C.P.A., 
Buffalo, N. Y. 


AFTERNOON SESSIONS 


Subject: Employee Benefits under the 
Federal Insurance Contributions Act and 
the New York State Unemploymet In- 
surance Law 


Chairman—Ralph S. Good, C.P.A., 

Rochester, N. Y. 

(a)—Federal Old Age Benefits 
Speaker: Edwin H. 
C.P.A., Rochester, N. Y. 
(b)—Employee Benefits under the New 
York State Unemployment Insurance 

Act 

Speaker: A. William 
C.P.A., Rochester, N. Y. 


Stevens, 


Knittel, 


Subject: The Bankers’ View of the Certi- 
fied Public Accountant 
Chairman—Charles F. Carr, C.P.A., 

Syracuse, N. Y. 
Speaker: John Ogg, Vice-Presi- 
dent, Merchants National Bank & 
Trust Co., Syracuse, N. Y. 


Excess Profits Tax Course 


Commencing Monday, December 
2, 1941, The Practising Law Insti- 
tute of New York City will give a 
comprehensive course on the ramifi- 
cations of the Excess Profits Tax 
Law. 

Among members of the Society 
who will lecture in the course are 
Walter A. Cooper, Chairman of the 
Federal Tax Committee of the Ameri- 
can Institute of Accountants, and a 
member of the Society’s Committee 
on Federal Taxation, Benjamin 
Grund, Chairman of the Society’s 
Committee on State Taxation, and 
J. S. Seidman, Chairman of the So- 
ciety’s Federal Taxation Committee, 
and author of “A Legislative History 
of the Federal Income Tax Laws.” 
Other lecturers will be Howe P. 
Cochran, author of “Scientific Tax 
Reduction,” Randolph E. Paul, au- 
thor of “Federal Estate and Gift 
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Taxes,” and Stanley S. Surrey, As- 
sistant Legislative Council of the 
Treasury Department. 

The main topics to be covered by 
the course, which will consist of nine 
two-hour lectures, are the determina- 
tion of current income; the deter- 
mination of the base period ; invested 
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capital; the exchange provisions of 
the law; preparation of returns, in- 
cluding consolidated returns; and 
possibilities of tax minimizing. 
Further information may be ob- 
tained from the Practising Law In- 
stitute, 150 Broadway, or the office 
of the Society, 15 East 41st Street. 
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Cost Accounting 

The Society’s Committee on Cost 
Accounting conducted a forum dis- 
cussion on the evening of October 
9, 1941 at the Engineering Society’s 
auditorium. In the absence of A. R. 
Kassander, Chairman, Harry A. 
Grube, Vice Chairman, presided. 

The method of procedure was as 
follows. Three questions which had 
been submitted by members were 
selected for discussion. With respect 
to each question, two members of 
the Committee briefly outlined op- 
posing viewpoints. Each question 
was then opened to discussion from 
the floor. 

The three questions which were 
discussed follow : 

(1) As a result of production re- 
quirements arising from present con- 
ditions, a manufacturing company 
is working two 50-hour shifts. In 
addition to paying overtime at the 
rate of time and a half for all work 
over 40 hours a week, the company 
pays the night shift an additional 
10 per cent bonus. Should the ac- 
counting treatment of overtime and 
night shift bonus be such that these 
costs will be reflected in inventory 
values through either the direct labor 
component or overhead component 
of work in process and finished goods 
inventory, or should such bonuses 
be charged to income as incurred 
without deferring any portion there- 
of through the medium of inventory 
valuation ? 

(2) To what extent can expenses 
ordinarily treated as administrative 
and general be included in cost of 
long-term contracts and_ stretched 
over the life of the contract, being 
carried as an inventory item until 
taken up as cost sale or cost of com- 
pleted work? 
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(3) If a manufacturer has put its 
own capital into emergency plant 
facilities and believes that it may 
have use for them after the emer- 
gency, but has qualified for amorti- 
zation for tax purposes, is it proper 
to treat the amortization allowances 
merely as a tax privilege and not 
a necessary charge against income 
for general corporate accounting? 


\With respect to question No. 1, 
the arguments in favor of including 
overtime and night shift bonuses in 
inventory valuation were principally 
along the lines that such costs 
are unquestionably actually current 
manufacturing costs and that there 
is no accounting justification for 
singling them out and treating them 
any differently from other costs of 
manufacture which in the aggregate 
form the basis of inventory valua- 
tions. 

The arguments in favor of exclud- 
ing overtime and night shift bonuses 
from inventory values were largely 
based on the premises that such costs 
are peculiar to the operating condi- 
tions at the time at which they are 
incurred, that they add nothing to 
the value of the inventory, that their 
recoverability in a future period is 
problematical, and that consequently 
they should be recognized as a de- 
duction from income in the period 
in which they are incurred. 

In connection with the second 
question, the arguments against in- 
cluding any administrative and gen- 
eral expenses in costs of long-term 
contracts generally followed conven- 
tional lines. Those who favored the 
deferment, to greater or lesser de- 
gree, of such expenses to future 
periods, based their arguments prin- 
cipally on the theory that all admin- 
istration in the last analysis is re- 
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lated either to production or selling. 
This group felt that that portio: 
which may be attributed to the pro- 
duction function may well be in- 
cluded in manufacturing costs. 

A phase of this question which 
was not touched upon but which 
may be quite pertinent under present 
day conditions is whether, even if 
administrative expenses are not rec- 
ognized as proper components of 
inventory values, they may under 
certain circumstances be treated as 
deterred charges to future opera- 
tions. 

With respect to the third question, 
those members who took the posi- 
tion that amortization of emergency 
war facilities is purely a tax privilege 
and need not be treated as a charge 
to income in corporate accounts, 
based their position on the fact that 
the acquired facilities obviously have 
a physical life of more than five years, 
and that if the manufacturer antici- 
pates a need for those facilities at 
the expiration of the five-year period 
a correct reflection of income over 
the various years requires a realistic 
and factual treatment of depreciation 
rather than one which is permitted 
by tax legislation. 

Those members who insisted that 
allowable amortization be reflected 
in the corporate accounts as a 
charge against income, took the 
position that a realistic approach to 
the problem must recognize that the 
emergency facilities, while physic- 
ally intact at the end of five years, 
will probably possess little, if any, 
economic usefulness at the termina- 
tion of the present emergency period. 
Some of the members pointed out 
that failure to- recognize rapid 
amortization in the accounts at this 
time will only defer the day at which 
such loss of economic usefulness 
will have to be recognized. It was 
pointed out that several large cor- 
porations are in fact amortizing 
their war facilities over a three-year 


period for corporate accounting pur- 
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poses. The thought was expressed 
by one member that at least with 
respect to machinery and equipment 
it is not inconceivable that due to 
continuous 24-hour a day operation, 
unskilled workmen, lack of time for 
repairs, etc., the five-year period may 
not be too short to properly provide 
for physical wear and tear, irrespec- 
tive of the loss of economic useful- 
ness. 


Thoughts on Accountants’ 
Office Procedure 


Anticipating “Busy Season” Activity: 

The majority of accounting firms 
increase their personnel during the 
months of January and February. 
Despite these increases, the pressure 
of work usually requires overtime as 
well as intensive application to the 
volume of engagements and tax work 
at hand. Consideration should be 
given to this problem now, as this 
season we shall be faced with deple- 
tion of available men, both as a 
result of the draft and of the fairly 
lucrative positions available to 
trained accountants in private indus- 
try and in government service. 

It is, therefore, suggested that you 
hire now a portion of the men you 
will require during the winter 
months. This plan will enable you to 
train the men in your methods at 
this time, thus saving precious hours 
in January. Another result of carry- 
ing an adequate, well-trained staff 
will be a reduction in the amount of 
overtime required this winter and a 
corresponding reduction in overtime 
payments and overhead expense. 

If you have not already done so, it 
seems advisable to bring your staff 
compensation methods within the 
provisions of the Federal Wage and 
Hour Law. While no final court test 
has yet been made, it is the present 
concensus of opinion that the ac- 
counting profession is regarded as 
coming within the scope of this law, 
which applies both to office em- 
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ployees and to staff men. We sug- 
gest that you read the Wage and 
Hour Division’s Interpretive Bulle- 
tin No. 4, describing both the “pre- 
payment” plan and the “irregular 
work week” plan, which have been 
adopted by numerous accounting 
firms; and also the _ regulations 
issued in October 1940, defining pro- 
fessional and executive employees. 

Another time-saver for the coming 
season, is to have your typing or 
accounting staff, during the slower 
portions of November and Decem- 
ber, prepare the forms of financial 
statements required for the year-end 
reports. The statement outlines and 
the comparative prior year’s figures 
can be filled in at this time. 

In annual or semi-annual audits it 
is, of course, customary to do certain 
detail work applicable to interim 
months. This work should be done 
throughout the year, and if not al- 
ready done may be performed in 
November and December rather 
than during the actual progress of 
the closing audit. 


Client’s Understanding of the 
Accountant’s Work: 

It is important that your clients 
understand the scope of your audit- 
ing work, especially as to any limita- 
tions of the examination. 

Many firms make it a practice to 
write each new client a letter out- 
lining the proposed work as well as 
emphasizing the audit steps which 
are to be omitted. This letter also 
indicates which tax returns are to be 
prepared by the accountant as well 
as the fee arrangement. The client 
signs a copy of the letter and returns 
it for the accounting firm’s perma- 
nent files. 

A definite agreement as to the 
work to be done will obviate later 
disputes as to fees and responsibility. 
Stationery and Supplies: 

In these days of priorities and ris- 
ing prices, consideration should be 
given to purchasing paper, carbon, 
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pencils and other supplies in slightly 
larger lots in order to obtain a better 
price and also to assure adequate 
stocks during the coming season. 

In many offices, money can be 
saved by asking for competitive bids 
from suppliers and also by obtain- 
ing quotations on various quantities 
larger than those comprising your 
usual order. You need not hesitate, 
because of limited storage space, to 
place an order for a six months’ sup- 
ply of paper or carbon, as you will 
find that usually your supplier will 
arrange to store the order for you 
and deliver it periodically in the 
quantities you desire. 

Copies of Letters to Clients: 

For the guidance of your staff, it 
may be advisable to type an extra 
copy of all letters written to clients, 
pertaining to financial or tax matters. 
This extra copy should be filed in the 
work-paper folder in order that the 
auditor can read it before commenc- 
ing his next examination of the cli- 
ent’s records. 


Personnel Records: 


It will be found advantageous, 
from the viewpoint of uniformity and 
completeness, to have printed appli- 
cation forms filled out by each new 
staff and office employee. 

This form should provide, at least, 
for the name and address, date of 
birth, summary of education, social 
security number, summary of past 
experience, etc. The form should 
also provide for data relative to start- 
ing salary and position, subsequent 
increases and promotions and for in- 
formation as to the reason the em- 
ployment was terminated and the 
date of termination. 

Each applicant’s references and ex- 
perience should be carefully checked, 
preferably by direct correspondence; 
and the reference replies attached to 
the application form. The applica- 
tion forms of both present and former 
employees should be retained in- 
definitely, as reference will be re- 
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quired thereto, for purposes of C. P. 
A. experience letters, reference let- 
ters, etc. 
STEPHEN CHAN, C.P.A., 
Chairman, Committee on 
Accountants’ Office Procedure. 
Organization of a Report Typing 
and Proof Reading Departrment 
Progress Sheet 

It may be desirable for the ac- 
countant in charge of the engage- 
ment or the reviewing department 
to prepare a progress sheet for each 
engagement after the field work has 
been completed. One side of the 
progress sheet should contain infor- 
mation showing who was in charge 
of the field work, who wrote the 
report, who reviewed the papers, 
etc. That side need not concern us 
here. However, the other side or 
a separate form if you wish, on which 
is recorded the progress of the work 
on the report while it is in the typ- 
ing department, is what we are now 
primarily interested in. 

The information that should be 
shown on the progress sheet when 
it goes to the typing department is 
as follows: 

Name of client 

Engagement number 

Job number 

Nature of report 

When it must be delivered 

Number of copies required for 

client 

Description of contents in colum- 

nar form along the side showing 
Exhibit and Schedule numbers 
and number of pages of com- 
ments for the use of the typing 
department as commented on 
hereinafter 


Space should also be provided on the 
form to show the following: 
When it was received by the typ- 
ing department 
Name of typist who typed each ex- 
hibit, schedule, and the com- 


ments, and date they were typed 
opposite the description of con- 
tents referred to hereinbefore 
Name of typist who made the 
necessary corrections 
When it was released from the typ- 
ing department 


A work in progress sheet of this 
nature will show at any time the 
exact status of each report and it 
will also enable the typing depart- 
ment to keep its work properly sched- 
uled. Little need be said here re- 
garding the typing department other 
than to state that the person in 
charge should be one who is able to 
efficiently organize the work in this 
department and to obtain maximum 
cooperation from the other typists. 


Need for Efficient Proof Reading 


A competent comparing and provy- 
ing department is very essential to 
an accounting firm, whether it is 
large or small. The accountant’s 
report must be as perfect as it is pos- 
sible to make it. One error in a re- 
port may make it valueless, especi- 
ally if it is to be used in Court pro- 
ceedings. The average layman may 
lose confidence in a report if he dis- 
covers even a minor error therein. 
The accountant should never lose 
sight of the fact that his report is 
the only representative of his office 
that is with the client the year round, 
and the accuracy, setup and appear- 
ance of the report may mean the dif- 
ference between a satisfied or dis- 
satisfied client. 

Organization 

The work in a comparing and 
proving department may be handled 
by the following employees: 

1. By permanent employees who 

do nothing else 

2. By juniors used full time as a 

training ground for staff men 
3. By the typists themselves, as- 

sisted where required by jun- 

iors called off staff work 
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Professional Comment 


The medium-sized or smaller firms 
are seldom able to maintain a com- 
paring and proving department of 
employees permanently assigned to 
such work. This, of course, is the 
preferable method, for once suitable 
employees are obtained and trained, 
the major problems of the depart- 
ment are eliminated. 

The use of juniors full time in a 
comparing and proving department 
by the smaller firm is seldom possible 
for the obvious reason that there is 
not enough work to keep them busy. 
Where this is possible, however, it 
provides valuable training for the 
junior. It not only acquaints him 
with the firm’s procedure but it 
familiarizes him with the informa- 
tion which should be included in a 
report. 

The use of typists for comparing 
and proving, assisted by juniors 
where required, is the method usu- 
ally followed by the smaller firm. 
Care must be exercised in the selec- 
tion of the typists who can do com- 
paring and proving satisfactorily; 
and in any instance it is essential 
to have a typist, other than the one 
who typed from the manuscript, do 
the comparing. The average typist 
can be trained to do comparing, but 
few typists are efficient in footing 
and proving figures. The use of jun- 
iors part time on this work, there- 
fore, offers the best solution to this 
problem for the smaller firm. Care 
should be exercised, however, when 
using juniors to see that each man 
is instructed in detail as to just what 
is to be done, how it is to be done, 
and the various things that he should 
particularly look for. Instructing the 
employees carefully will obviate mis- 
understandings and aid in discover- 
ing the usual or common errors. If 
possible, an employee with previous 
experience should always be as- 
signed to work with an inexperienced 
employee. The employees should 
also be instructed to be inquisitive 
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and alert, and to ask sufficient ques- 
tions to familiarize themselves with 
all details. 


Methods to be Followed 


The work to be done in comparing 
and proving a report may be outlined 
as follows: 


Compare the typed copy with the 
pencil draft, reading from the 
rough draft to the typed copy, 
watching the typed copy for 
errors in spelling. 


Foot the figures, both the down 
footing and cross footing. 


Check all figures forward in the 
dD 
report. 


Check the percentage computa- 
tion, if any. 


Check all figures in the comments 
that tie into the statements in 
the report and check all final 
figures in supporting statements 
to the related statements. 


Check all duplicate copies to see 
that red figures on the original 
are red on the duplicates. 


Check all references to exhibit or 
schedule numbers to see that 
references are correct. 


Check all dates in report. 


If figures are used in the report 
which do not appear in the state- 
ments they should be checked 
to the working papers, if this 
was not done before the state- 
ments were typed. 


After the above work has been 
done and the necessary corrections 
made by the typist, all corrections 
should be checked to see that they 
have been made properly and neatly. 

In order to make certain that all 
the required work has been done, a 
rubber stamp should be imprinted 
on each sheet of the office copy of 
the report. This stamp should con- 
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tain the following items with neces- 
sary space for the initials of the em- 
ploye performing the work: 
Typist 
Number of copies 
Date compared 
Compared: 
From 
To 
Figures proved 
Red figures checked 
References checked 
Dates checked 
Corrections made by 
Corrections checked by 
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The report, after the work out- 
lined in the foregoing has been done, 
should be letter-perfect and ready 
to be bound and delivered to a prin- 
cipal for final reading and signature. 
In smaller firms, where the compar- 
ing and proving department may not 
be quite as efficient as in the larger 
firm, the report should be carefully 
read by the principal in order that 
any errors discovered in a final read- 
ing may be corrected before the re- 
port is bound. 


Ray R. Dosson, C.P.A. 
Member, Comnuttee on 
Accountants’ Office Procedure 
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Significant Federal Tax Decisions and 


Rulings 


of 1941 


By Peter Guy Evans, C.P.A. 


HIS year the Federal Debt Limit 

was raised and Federal expendi- 
tures continued to increase by un- 
precedented leaps and bounds. It, 
therefore, became necessary for the 
Government not only to increase the 
rates of taxation, but also to tap new 
sources of revenue. The funds of 
the Treasury were swelled by the 
regular sources of collections and 
revenues and also by the additional 
taxes assessed as a result of the 
examination of the returns by the 
agents. Additional revenues, by no 
means small, resulted from the pleth- 
ora of decisions rendered in favor 
of the Government by the Board 
and Courts and also from the assess- 
ments made against income tax 
evaders. For the fiscal year ended 
June 30, 1941, over 80% of the per- 
sons tried were convicted and in 
addition to prison terms, fines aggre- 
gating $300,000 were assessed. Addi- 
tional taxes and penalties amount- 
ing to nearly $34,000,000 were 
recommended for assessment in the 
cases investigated by the Intelli- 
gence Unit of the Bureau of Internal 
Revenue. 

Since thousands of tax contro- 
versies were presented to and tried 
by our numerous governmental ad- 
judication units, it would be imprac- 
ticable to review all the new deci- 
sions or even to list them. 

A review of the important deci- 
sions will highlight, sufficiently for 
this purpose, the development and 
trend of recent tax decisions and 
rulings. 

As a preface to such a review, it 
would not be amiss for us to con- 
sider a few general pointers, which 
every tax practitioner should con- 
stantly bear in mind. One of these 
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involves the problem of proper tim- 
ing and mechanics. Even though the 
outcome or result of a particular 
procedure may be proper, neverthe- 
less, the Courts have held over and 
over again, that the timing and me- 
chanics must be followed exactly, 
and any deviation, however slight 
and apparently unimportant, may 
constitute sufficient grounds for a 
holding against the taxpayer. 

The second problem involves a 
careful and exhaustive study and 
consideration of all the points affect- 
ing the present as well as the future 
tax liability before a transaction is 
entered into. This advice cannot be 
stressed too emphatically ! 

Still another which all of us should 
know, is the established maxim of 
the law—“The substance, and not 
the form of the transaction controls.” 
The Courts no longer base their de- 
cisions on the form, but rather on 
the substance of the transaction, es- 
pecially in matters of tax procedure, 
the purpose of which is to effectuate 
tax savings. This is true even in 
cases where there is a technical letter 
for letter compliance with the law. 

The decisions and rulings under 
consideration have been classified 
broadly into the several groups in- 
volving Income Taxes, Estate Taxes, 
Gift Taxes, Capital Stock Taxes, 
Miscellaneous Taxes and Account- 
ing Procedure. 


INCOME TAx 


Accruals—Income and Deductions 
on Decedent’s Final Return—The 
final income tax return of a decedent 
must include income and deductions 
“accrued up to the date of death,” 
regardless of the fact that the tax- 
payers reported on the cash basis. 
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The usual tests for determining 
whether an item has “accrued” or 
not on date of death, are not applied 
in such a situation. In Helvering v. 
Enright, 61 S. Ct. 777, the Court held 
that income accrued up to the date 
of death included not only accruals 
in the ordinary accounting sense, 
but also assets of decedents, earned 
during their lifetime, which were not 
previously reported because of the 
use of the cash basis of reporting. 
Here decedent was a member of a 
law partnership and the Court held 
that his allowable share of billed 
and uncollected accounts as well as 
the earned proportion of estimated 
receipts from unfinished business 
were taxable as income. Otherwise, 
the “income” representing earnings 
of decedent, but actually collected 
by and paid to his estate, would es- 
cape taxation as income altogether. 

This case was followed in Helver- 
ing Vv. McGlue, 119 F. (2d) 167, which 
held that dividends declared prior 
to, but payable to stockholders of 
a record date subsequent to the date 
of decedent’s death were also in- 
cludible in the final return. 


Taxation of Income Received as 
a Gift or under an Assignment— 
Working on the theory that the 
power to dispose income is the 
equivalent of ownership of it, and 
that the exercise of such power to 
have income paid to another is the 
enjoyment and, therefore, the real- 
ization of income by the one who 
exercises it, the Court held that 
where a donor detached unmatured 
coupons prior to coupon payment 
date, and gave them to his son, who 
collected the money, same is tax- 
able to the donor, Helvering v. Horst, 
61S. Ct. 144. 

Similarly, insurance renewal com- 
missions which were assigned, and 
collected (five and nine years after 
the assignment) by the assignees 
were held taxable to the assignor in 
the year in which they were paid 
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by the insurance companies, Helvering 
v. Eubank, 61 S. Ct. 149. 

Likewise, the trust income, as- 
signed by a life beneficiary of a 
testamentary trust to her children, 
was held taxable to the assignor 
in Harrison v. Schaffner, 61 S. Ct. 759, 
since the exercise of power to com- 
mand the income is the equivalent 
to beneficial enjoyment of the in- 
come on which the tax is paid. 


Bad Debts—In Hamlen, Adm. v. 
Welch, 116 F. (2d) 413, the Court 
allowed a bad debt deduction in the 
1935 return, entered on the books 
in January and February 1936, as of 
December 31, 1935. However, in 
Kleberg v. Commissioner, 43 B. T. 
A. 277, the Board disallowed a de- 
duction for partial (one-half) bad 
debt in 1933 return as no entry 
therefor was made on the books 
until 1934. 


Bad Debt Recoveries as Taxable 
Income—/.7. 3438 holds that G.C.M. 
22163 (holding bad debt recoveries 
taxable as income) will not apply 
to recoveries of the following bad 
debts, if the prior deduction resulted 
in no tax reduction: 

(1) Banks—if bad debt deduction 
made pursuant to direction of Gov- 
ernmental (State or Federal) au- 
thorities in returns filed during the 
period June 28, 1937 to July 8, 1940. 

(2) All taxpayers—bad debts de- 
ducted in returns filed during the 
period February 27, 1939 to July 8, 
1940. 

(3) Same effect on refund of State 
taxes deducted in returns filed dur- 
ing the period May 15, 1939 to July 8, 
1940. 


Income to Stockholders From 
Debt Cancellation—In Allen v. Com- 
missioner, 117 F (2d) 364, the Court 
held that the corporation’s cancella- 
tion of the stockholders’ debts created 
by withdrawals during prior years, 
was tantamount to a payment of divi- 
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dends as the corporation had a large 
earned surplus. The fact that no 
dividends were formally declared by 
the corporation is immaterial. From 
this decision it would appear that 
cancellations should be made when 
the corporation has no accumulated 
earnings, or when stockholder has 
deductions which he can _ offset 
against the taxable income. 


Forgiveness of Debts—In {meri- 
can Dental Company v. Commissioner, 
44 B.T.A. No. 69, the taxpayer 
agreed in 1934 with his landlord for 
the cancellation of $15,000 rent 
arrears by payment of $7,500. The 
payment was not made until 1937 at 
which time the landlord wrote off the 
balance on his books. 

The taxpayer contended that the 
debt was forgiven in 1934 when 
agreement was made. The Board, 
however, ruled that income was real- 
ized in 1937 as the conduct of parties 
showed their intent to cancel the 
debt when the payment was made. 

Where a municipality donates a 
site or property to a corporation as 
an inducement to locate its business 
therein, the cases hold that the cor- 
poration does not realize income as it 
is a business subsidy and partakes 
the nature of a gift. But where a 
municipality cancelled $6,000 of de- 
linquent realty taxes for $1,000, the 
Board held in Hurd Millwork Corp. v. 
Commissioner, 44 B.T.A. No. 126, that 
there was a realization of income 
from the cancellation as the taxes 
had been accrued and deducted in 
prior years. 


Treatment of Capital Losses and 
Capital Gains of Spouses on Joint 
Return—In Helvering v. Janney, 61 
S. Ct. 241, the Court held that the 
capital losses of one spouse may be 
deducted from the capital gains of 
the other on a joint return filed by 
husband and wife, on the theory that 
a joint return is a taxable unit. 


Capital Gain or Loss—Fire In- 
surance Moneys Not a Sale or Ex- 
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change. The receipt of fire insurance 
proceeds, the Court ruled in Helvering 
v. William Flaccus Oak Leather Co., 
61 S. Ct. 878, constitutes ordinary 
income and not capital gain. The ex- 
cess of receipts over the cost is fully 
taxable. 


Basis of Property Received from 
Testamentary Trust under 1928 Act 
—(same under 1932 Act, but differ- 
ent under 1934 Act and subsequent 
laws). Maguire v. Commissioner, 61 S. 
Ct. 789, holds under 1928 Act that 
the basis of property owned by the 
decedent is the value at the date of 
delivery by the executors to the 
trustees; and that the basis of prop- 
erty purchased by trustees is the cost 
to the trustees. 

Likewise, where the securities 
were purchased by the executors, the 
Court ruled in /Telvering v. Campbell, 
61 S. Ct. 798, that the basis is the 
value on the date of delivery by the 
executors to the trustees. 


Basis of Property Received from 
Testamentary Trust under 1934 Act 

-Under 1934 Act (and subsequent 
laws) it was held in Helvering v. 
Reynolds, 61 S. Ct. 971, that the basis 
to the taxpayer of securities received 
in 1934 (and sold in 1934) from a 
trust set up under the will of his father 
who died in 1918, was the value at the 
date of his father’s death, as to the 
securities which the trustees acquired 
at that time, and the cost to the trust 
of such securities as had been pur- 
chased by the trustees. 

Similar holding under the 1934 and 
1936 Acts in Cary v. Commissioner, 61 
S. Ct. 978, where securities received 
in 1923 from a testamentary trust 
created under the will of a decedent 
who died in 1913. 


Holding Period of Property Re- 
ceived as Gift—\Where property was 
acquired by gift after December 31, 
1920, the fair market value of the 
property on the giit date being lower 
than donor’s cost and such property 
is sold by donee for less than the fair 
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market value, the donee’s holding 
period starts with the date of the 
gift for the purposes of Section 117 
of the Internal Revenue Code. 


(1.T. 3453.) 


Holding Period for Capital Gain 
under the 1928 and 1932 Acts— 
Where securities were acquired from 
a testamentary trust, the Court held 
in Helvering v. Gambrill, 61 S. Ct. 795, 
that the holding period dates from 
date of decedent’s death for property 
which she then owned, and from the 
date of purchase for property bought 
by the trustees. It appears that the 
holding period of securities bought 
by the executors would date from the 
date of purchase by them. 


Deduction for Charitable Contri- 
butions on a Joint Return—The 
Court in Taft v. Helvering, 61 S. Ct. 
244, held that where husband and 
wife filed a joint return, the 15% 
limitation on the deduction for chari- 
table contributions should be based 
on the aggregate net income. A 
joint return is treated as a taxable 
unit, and the limitations on the de- 
duction cannot be applied to each 
spouse individually. 





Depreciation Deduction—In M. L. 
Lewis Memo. B.T.A., the Board al- 
lowed a contractor a deduction of 
60% in one year for machinery hav- 
ing a normal useful life of five years, 
where such machinery was operated 
24 hours a day for seven months on 
a special construction job. 


Estate Income Received Tax Free 
by Beneficiary—In E. S. Garrett v. 
Commissioner, 43 B.T.A. 645, the 
Board held that an estate in process 
of administration can make a tax- 
free distribution to a _ beneficiary 
from prior years’ income even though 
income for current year has not been 
distributed. It was not necessary to 
maintain separate bank accounts for 
each year, the Board ruled, as there 
was a detailed record of income, and 
net income, for each of the years. 
The taxpayer prevailed because he 
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kept detailed estate 


records. 


accounting 


Expenses of Caring for Invest- 
ments in Securities Held Not De- 
ductible—For many years the de- 
ductibility of office expenses, rent, 
salaries, and custodian fees charged 
by the banks or others for the collec- 
tion of income has been in contro- 
versy. The Commissioner from time 
to time has issued rulings allowing 
either a full deduction, or requiring 
an allocation of such expenses, be- 
tween taxable and non-taxable in- 
come and has allowed that portion 
which was allocable to the obtain- 
ment of the taxable income. Then 
the Commissioner in effect contended 
that mere personal investment activi- 
ties never constitute carrying on a 
trade or business no matter how 
much of one’s own time or of his em- 
ployee’s or agent’s time they occupy. 
The Court apparently subscribed to 
the Commissioner’s view in Higgins v. 
Commissioner, 61 S. Ct. 475, by hold- 
ing that the portion of the taxpayer’s 
office expenses allocable to the caring 
for and managing of his investments 
in stocks and bonds was not deduct- 
ible. However, the Commissioner 
has allowed the expenses that were 
allocable to investments in real 
estate and the deduction therefor 
was not in question. 

From this decision it appears that 
taxpayer investors who associate 
themselves actively in corporations 
or enterprises in which they are 
financially interested and devote a 
substantial part of their time, directly 
or indirectly, to the management of 
such corporations, stand on better 
ground than Higgins because he did 
not participate in managing the cor- 
porations in which he had invest- 
ments. It would seem, therefore, 
that the taxpayers of this class would 
still be entitled to deduct their 
expenses. 

However, experience with the Bu- 
reau indicates that it does not propose 
to recognize this distinction. 
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Relief on this problem is scheduled 
for inclusion in the technical bill soon 
to be considered by the Congress. 


Attorney’s Fees Paid by Estate 
Held Not Deductible Expenses—In 
U. S. v. Pyne, 61 S. Ct. 893, the Court 
held that the taxpayer estate was not 
entitled to deduct $40,000 paid as 
attorney’s fees, on the grounds that it 
cannot be said, as a matter of law, 
that an executor is carrying on a 
trade or business merely because he 
conserves the estate by marshalling, 
realizing and collecting the assets as 
a mere conduit for ultimate distribu- 
tion to the beneficiaries. 

In another far-reaching decision, 
City Bank Farmers Trust Company 
(Duke) v. Helvering, 61 S. Ct. 896, the 
Court ruled that commissions paid 
to the trustee were not deductible in 
computing trust net income, since 
the trust was not carrying on a trade 
or business within the meaning of 
the rule laid down in the Higgins case. 
The law states without ambiguity 
that the income of an individual and 
of a trust is subject to the same 
method and basis of taxation, and 
regardless of the fact that deductions 
for trustee’s commissions had been 
permitted in the past, it would not 
be proper to apply one concept of 
carrying on a business in the case of 
an individual and another concept in 
the case of a trust. 

Problems have arisen for the 
trustee with regard to the payment 
of taxes on the net taxable income 
which results from the disallowance 
of the deduction for commissions. 
Rulings illustrating the method and 
the procedure to be followed in such 
instances have been issued by the 
Commissioner. 

Expense Not Deductible—An ex- 
pense to be deductible must be both 
ordinary and necessary, and if it does 
not meet this test it is not necessarily 
deductible, even though it is expedi- 
ent from the business point of view. 

In A. Guirlani & Bros. v. Commis- 
sioner, 119 F (2d) 852, the Court ruled 
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that where a taxpayer expended 
moneys voluntarily for the purpose 
of paying creditors of another corpo- 
ration from which it obtained its 
supplies, the payment, although e+r- 
pedient was not ordinary and _ neces- 
sary and hence could not be deducted 
as an expense or as a loss. 

The Court similarly held for the 
Government in W. F. Young, Inc. v. 
Commissioner, 120 F (2d) 159, where 
the taxpayer advanced moneys to its 
insolvent subsidiary to pay latter’s 
interest and taxes to prevent bank- 
ruptcy which might have adversely 
affected the taxpayer’s business rep- 
utation. At the time of the advances, 
there was no hope or expectation of 
repayment and the advances held not 
deductible as bad debts, losses or 
business expenses. 

Expenses of Executor Deductible 
—In J. P. Rice v. Commissioner, 44 
B.T.A. 749, the Board held that the 
selfsame activities which are insuff- 
cient to constitute a trade or business 
for the estate or trust, may be a 
trade or business for the fiduciary as 
an individual. Rice, a business man 
being inexperienced in estate man- 
agement, employed assistants to help 
him in the discharge of his duties as 
executor and the Board held, since 
his business was managing an estate, 
he was entitled to deduct the com- 
pensation so paid as an expense of 
that business. (Appealed by the 
Commissioner, September 12, 1941, 
First Circuit.) 

Amount Received by Lessor on 
Cancellation of Lease Held Ordinary 
Income. Money received by tax- 
payer, owner of real estate, from 
lessee as consideration for cancella- 
tion of lease constitutes ordinary in- 
come and is fully taxable. In Hort v. 
Commissioner, 61 S. Ct. 759, the Court 
also ruled that there could be no off- 
set for the loss measured by the pres- 
ent value of unmatured rental pay- 
ments or fair rental value of the 
property for the unexpired term of 
the lease. It was stated that the con- 
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sideration received represented rent 
and that no loss was sustained by the 
mere failure of the taxpayer to realize 
anticipated rents. 

Business Damages—Taxable or 
Non-Taxable as Income—Not all 
damages received constitute taxable 
income. To determine their taxa- 
bility, it is necessary to look to the 
claim from which they were realized. 
In Arcadia Refining Company v. Com- 
missioner, 118 F (2d) 1010, the Court 
held that such portion of the settle- 
ment that covered the actual assets 
taken by the officer was not taxable, 
and that the balance of the settle- 
ment moneys representing recovery 
of profits made by the officer with 
such misappropriated assets consti- 
tuted taxable income. 


Credits to Surplus Result in Tax- 
able Income—Although income is 
generally realized when received or 
accrued, regardless of book entries, 
the Board held in Boston Consolidated 
Gas Co. v. Commissioner, 44 B.T.A. 
793, that the transfer to “surplus” 
of certain amounts representing un- 
claimed deposits and/or over-pay- 
ments by former customers consti- 
tuted taxable income. Here a mere 
bookkeeping entry resulted in in- 
come for tax purposes. 


Liquidating Debt with Property 
Results in Income—In J. K. McAlpine 
Land & Development Company, Ltd. v. 
Commissioner, 43 B.T.A. 520, the 
Board held that income was realized 
to the extent of the difference by 
which the fair-market value of stock, 
used to liquidate a debt, exceeded 
the cost price thereof. 


Loss from Surrender of Bonds for 
Less Than Cost—The Government 
prevailed in McClain v. Commissioner, 
61 S. Ct. 373, when the Court held 
that the loss sustained by the tax- 
payer upon surrender of bonds for an 
amount less than cost is subject to 
the capital loss limitation and that 
such loss may not be deducted in full 
as a bad debt. 
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Non-Capital Security Gains and 
Losses—The taxpayer’s contention 
that his individual losses on non- 
capital assets could be set off against 
his share of similar partnership pro- 
fits, prevailed in Neuberger v. Commis- 
stoner, 61 S. Ct. 102. 


Mortgagor’s or Owner’s Fore- 
closure Loss—!n Helvering v. Ham- 
mel, 61 S. Ct. 368, the Court held that 
the loss sustained by the mortgagor 
upon the foreclosure sale of his 
interest in realty was not deductible 
in full under the 1934 Act, but was 
subject to the capital loss limita- 
tions. The term “sales” as_ inter- 
preted by the Supreme Court, ap- 
plies to forced sales as well as to 
voluntary sales and the event fixing 
the loss was the foreclosure sale. 
The Court said it could not find any 
basis in the language of the statute, 
its legislative history, or its purpose, 
for saying that losses from sales of 
capital assets were to be treated any 
differently whether they were the 
result of a forced or a voluntary sale. 
The taxpayer’s contention, that the 
decree of foreclosure which ordered 
the sale, was the event, was accord- 
ingly overruled. This case involved 
a foreclosure where taxpayer was 
personally liable on the mortgage. 

The Hammel decision was also ap- 
plied to foreclosure cases where the 
owner was not liable on the mortgage 
in Welch v. Street, 116 F (2d) 953; in 
C. H. Haynes, Memo B.T.A.; and in 
McLaughlin v. Commissioner, 43 
B.T.A. 528. 

The Board, in the McLaughlin case, 
implied by reference to its decision in 
the Commonwealth, Inc., case, 36 
B.T.A. 850, leading voluntary sur- 
render case, that the law laid down 
therein still holds; that is, that in a 
voluntary surrender the entire loss 
sustained on both the land and the 
building is not subject to any of the 
capital loss limitations. It ruled that 
a voluntary surrender is not a sale 
or exchange, but a mere abandon- 
ment of title. 
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The ruling was again applied by 
the Board in F. S. Jackson, Memo, 
B.T.A. where the taxpayer, who did 
everything possible to rid himself of 
the property before foreclosure, was 
allowed a full loss for abandonment 
in 1935, despite the fact that the ac- 
tual foreclosure of the mortgage took 
place in 1936. 

In Peterman v. Commissioner, 118 F 
(2d) 973, the Court held that the loss 
sustained on the tax sale of real 
estate, where the taxpayer was finan- 
cially able to pay the realty taxes but 
refused to pay, (because of the low 
value of the property) was fixed and 
deductible in that year, notwith- 
standing his right of redemption. 
However, the Government prevailed 
in its contention that the loss arose 
from a sale or exchange and hence 
was not subject to the capital loss 
limitations, despite the lack of both 
voluntary action and personal lia- 
bility for real estate taxes, on the 
part of the taxpayer. 

A similar holding was rendered by 
the Board in J. Abelson v. Commis- 
sioner, 44 B.T.A. 98, where it was 
shown that the right of redemption 
was without value in the year the 
property was sold and that there was 
no intention to redeem. 

In Helvering v. Jones, 120 F. (2d) 
828, the Court reversed the Board’s 
decision on the question of abandon- 
ment, and held that a mere intention 
to abandon is insufficient, that “there 
must be some clear and unmistak- 
able affirmative act indicating a pur- 
pose to repudiate ownership.” 

Under the prevailing law there is 
no $2,000 limitation on capital losses 
(except for personal holding com- 
panies, section 505 (d) I.R.C.) and 
since depreciable property used in 
business is not a capital asset, the 
portion of the foreclosure loss attrib- 
utable to the building is not a capi- 
tal loss, but is an ordinary loss de- 
ductible without limitation. Of 
course, the loss on the land is a capi- 
tal loss, but if the property were held 
more than 18 months, in the case of 


1941 


a corporation, it is deductible in full, 
and in the case of an individual, it is 
limited only by the respective per- 
centages, depending upon the time 
held. 


Obsolescence Denied for Aban- 
donment of Branch Factory—In The 
S. S. White Dental Manufacturing 
Company v. U. S., 38 F. Supp. 301, the 
Court held that the abandonment of 
a branch factory in adequate and 
good condition did not constitute 
obsolescence within the meaning of 
the Act, which requires that the 
operative causes of the present or 
growing uselessness arise from ex- 
ternal forces and the deduction was 
accordingly denied. The reason for 
abandonment was not due to ob- 
solescence but to the consolidation 
of all manufacturing activities on the 
part of the management (Certiorari 
denied October 13, 1941). 


Reorganization under 77B May 
Result in Cancellation of Indebted- 
ness—Generally a cancellation or 
forgiveness of indebtedness results 
in taxable income to the debtor. In 
G.C.M. 22528, the Commissioner takes 
the position that a Reorganization 
under 77B may result in a cancella- 
tion of indebtedness despite the fact 
that the debtors are given new securi- 
ties in exchange for their old bonds, 
notes, open accounts, etc. Such an 
exchange may require a reduction in 
the basis of the corporation’s prop- 
erty. Thus, if an exchange of an old 
$1,000 bond is made for a new $700 
bond plus 6 shares of preferred stock, 
the difference between the balance of 
the $300 of the face amount of the old 
bond, and the fair market value of 
the 6 shares of preferred stock, repre- 
sents a cancellation of indebtedness 
and the basis of the corporation’s 
property should be reduced accord- 
ingly. 

Conflict of authority still exists on 
the matter of bondholders’ reorgani- 
zations. These cases involve the situ- 
ation where a bondholder’s com- 
mittee acquires the corporate prop- 


101 








The New York Certified Public Accountant 


erty by foreclosure, and transfers it 
to a new corporation. The question 
to be decided is whether the trans- 
action is a tax-free reorganization, so 
that the new corporation may be 
permitted to use the same basis for 
the assets as did the old corporation. 

Up to the time this article was 
written, the Second, the Fifth, the 
Sixth and the Seventh Circuits have 
held that the transaction is a tax- 
free reorganization. Since the Eighth 
and the Ninth Circuits have reached 
opposite results, the conflict, no 
doubt, will have to be settled by the 
Supreme Court. 


Repairs Disallowed As a Deduc- 
tion—In Johnston Manufacturing Co., 
Memo. B.T.A. the Board disallowed 
a deduction for repairs due to the 
absence of proof by the taxpayer 
showing how much of total expendi- 
tures was allocable to repairs as dis- 
tinguished from improvements. If 
a deduction for repairs is desired, 
separate repair cost records should 
be kept. 


Return—Unsigned and Unverified 
—In Plunkett v. Commissioner, 118 F. 
(2d) 644, through inadvertence, the 
return filed by the taxpayer was 
neither signed nor verified, and the 
25% delinquency penalty was as- 
sessed because ‘no return was made 
within the meaning of the law. Here, 
the taxpayer’s return showed a tax 
due of $40.19, but subsequently a 
deficiency of over $13,000 was as- 
sessed due to the inclusion of certain 
other trust income by the Commis- 
sioner which was received by the 
taxpayer upon order of a Massachu- 
setts Probate Court. The full 25% 
penalty was assessed on the correct 
tax ultimately found owing and not 
on the amount shown by the tax- 
payer’s return which in effect was 
no better than no return at all. 

Surtax on Undistributed Profits— 
In Helvering v. Northwest Steel Roll- 
ing Mills, Inc., 61 S. Ct. 109, the Court 
finally settled a controversial ques- 
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tion of long standing by holding that 
even though a corporate charter has 
been judicially considered to be a 
contract, the charter was not a provi- 
sion of a written contract executed 
by the taxpayer. The prohibition 
against payment of dividends by a 
deficit corporation was not the re- 
sult of the taxpayer’s act; the corpo- 
ration’s compliance with the valid 
law of the State prohibited the pay- 
ment of dividends. 


Transfer of Corporate Assets for 
its own Stock—The Board held in 
Trinity Corporation v. Commissioner, 
44 B.T.A. 1219, that a taxable gain 
was realized by corporation from 
the transfer of assets for its own 
stock in 1937. Since National Manu- 
facture & Stores Corporation (D. C. 
Ga.) decided in 1940, held that was 
no taxable gain to a corporation un- 
der the 1936 Act from resale of its 
own stock, purchased in open mar- 
ket, further litigation is certain on 
question of whether the change 
made in the Regulations in 1934 
applies under subsequent Acts. 

Taxability of Short-Term Trust 
Income—During the year 1941 there 
were a great number of litigations 
involving the taxability of income 
of short-term irrevocable trusts. To 
review the basic cases underlying the 
trend of the Courts throws some 
light on recent decisions, as well as 
helps to evolve a set of rules; but 
it must be borne in mind that it is 
difficult to predict the result in any 
given case. 

In 1940, the Court in Helvering v. 
Clifford, 309 U.S. 331, held that the 
income of a short-term trust, which 
was payable to grantor’s wife, was 
taxable to the grantor on the theory 
that he was the owner of the corpus 
for the purpose of Section 22(a) of 
the I.R.C. which defines gross in- 
come, the grantor trustee having 
broad power of management, the 
corpus to revert to him at the end of 
five years or on the sooner death of 
his wife, the income to be payable 


November 





th 
s¢ 
o" 
th 
to 


de 
cc 
th 
he 
o1 
re 
m 


by 
61 


43 


its 
on 


oe 
pe 


34 


he 
ch 
as 


us 


he 
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solely in the trustee’s discretion and 
neither income nor principal could 
be attached, encumbered, trans- 
ferred, or anticipated. The grantor 
paid the gift tax on the transfer on 
its creation, and all the trust income 
which was. distributed to the 
grantor’s wife was included in her 
income tax return. In holding that 
the income of the trust was taxable 
to the grantor, the Supreme Court 
said: 

“Tn this case we cannot conclude 
as a matter of law that respondent 
ceased to be the owner of the cor- 
pus after the trust was created. 
Rather, the short duration of the 
trust, the fact that the wife was 
the beneficiary, and the retention 
of control over the corpus by re- 
spondent all lead irresistibly to the 
conclusion that respondent con- 
tinued to be the owner for pur- 
poses of Section 22(a).” 


In Helvering v. Wood, 309 U. S. 
344, decided the same day as the 
Clifford case, the Court held that the 
income of a similar short-term trust 
was not taxable to the grantor under 
Section 166 of the Internal Revenue 
Code, although the income would 
have been taxable to the grantor 
under Section 22 (a) of the Internal 
Revenue Code, if the Government 
had raised the issue in the trial court. 

The effect of these two cases is 
that the income of a trust may, in 
some instances, be taxable to the 
grantor under Section 22(a), al- 
though admittedly it is not taxable 
to him under Section 166. As was 
anticipated at the time, these two 
decisions have resulted in untold 
confusion of the law pertaining to 
the taxation of trust income. There 
has been a plethora of tax litigation 
on this matter and the decisions 
rendered by the Courts show us that 
many of them were borderline cases. 

A far-reaching decision, rendered 
by the Court in Hormel v. Helvering, 
61 S. Ct. 719, held that the Circuit 
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Court of Appeals, on review of a 
B.T.A. decision involving the ques- 
tion of whether the grantor of a 
trust was taxable on the income 
thereof, has the power to consider 
whether Section 22(a) applied, even 
though the trial before the Board in- 
volved only Sections 166 and 167, 
both of which were held by the 
Board to be inapplicable. Since the 
Board had neither found the facts 
nor considered the applicability of 
Section 22(a) in the light of the 
Clifford decision, the case was re- 
manded to the Board in order that 
the taxpayer should not be fore- 
closed from all opportunity to offer 
evidence before. the Board on this 
issue. The Court, likewise, remanded 
to the Board for a rehearing, the case 
of Helvering v. Richter, 61 S. Ct. 723. 

We all know that trusts, the cor- 
pus of which will or may revert to 
the grantor after a short, fixed period 
of time, are always scrutinized care- 
fully by the Treasury Department. 
The Clifford case taxed the grantor 
with the income of a five-year trust 
on the broad ground that he retained 
“substantial dominion and control” 
of both the corpus and income. 
Naturally, short-term trusts are ex- 
amined in the light of the Clifford case. 

The factors constituting “substan- 
tial dominion and control” which 
have been considered by the courts 
are: length of the term of the trust, 
family relationship among _ the 
grantor, beneficiaries and trustees, 
and powers reserved by the grantor. 
No one factor is determinative in 
and of itself, as may be seen from the 
Court’s decision in Helvering v. Elias, 
C.C.A. 2, August 1, 1941: 


“The Court must look to the 
whole nexus of relations between 
the settlor, the trustee and the 
beneficiary, and if it concludes 
that in spite of their changed rela- 
tions the three continue in fact to 
act and feel toward each other as 
they did before, the income re- 
mains the settlor’s.” 
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During the past six months at 
least a half dozen cases were decided 
by the courts and all held the in- 
come taxable to the grantor except: 
(1) a four-year trust, the beneficiary 
of which was a Research Fund, and 
(2) Commissioner v. Jonas, C.C.A. 2, 
July 31, 1941. In the latter case the 
trust was for ten years, grantor’s 
children were the beneficiaries and 
the trustee was not a family mem- 
ber; however, the reserved powers 
included reversion and the right to 
appoint a successor trustee. 


Year-End Sales—Under I.T. 3323, 
if a taxpayer on the calendar year 
basis entered into a contract for the 
sale of stock on December 30 or 31, 
the gain or loss was realized and 
reportable during that year, even 
though delivery and settlement was 
not made until January, the follow- 
ing’ year. 

In H. F. Taylor v. Commissioner, 43 
B.T.A. 563, held that the gain is not 
returnable until the taxpayer, who 
reports on the cash basis, has ac- 
tually or constructively received the 
proceeds of sale. 

I. T. 3323 was accordingly modi- 
fied by I.T. 3485 to give effect to the 
Board’s decision. 


Estate TAX 

Income Not Included in Gross 
Estate Where Optional Valuation 
is used as Basis of Valuation. In 
Maas Executor, (Saks) v. Higgins, 
61 S. Ct. 631, the Court decided in 
favor of the taxpayer by holding 
that Congress did not intend to in- 
clude income of the estate for the 
one-year period following death, 
where the optional valuation date 
is used as the basis of valuation. 
Although there was no conflict be- 
tween the decisions of Circuit 
Courts of Appeals, the Court, never- 
theless, granted certiorari because 
of the importance of the questions 
and the number of pending cases in 
which it would be presented. 
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Estate Tax—Sums Payable under 
“Single Premium Life Policy,” Is- 
sued in Connection with Annuity 
Contracts Held Taxable as Transfer 
Effective at or after Death. The 
Court, in Helvering v. Le Gierse, 61 
S. Ct. 646, held that in spite of the 
fact that there were two separate 
and distinct contracts (one for the 
insurance, and another for the an- 
nuity feature), they must be con- 
sidered together and that the amount 
paid under the policy is not the pro- 
ceeds of life insurance contract but 
is, in effect, a transfer of property 
at or after death and therefore, tax- 
able as such. 

In accordance with the above de- 
cision, a sum payable under “single 
premium insurance” contract was 
held taxable as transfer effective at 
death in Tyler, Executor v. Helvering, 
61 S. Ct. 729. 


Girr TAx 


$5,000 Exclusion on Gifts (in trust 
prior to 1939). Our tax statutes 
provided at one time for a $5,000 
exclusion for gifts, (other than fu- 
ture interests in property), made to 
any one person. Because of the con- 
fusion created by the numerous 
trust cases in litigation, Congress 
amended the law, effective 1939, (in 
addition to reducing the exclusion 
to $4,000) so that gifts in trust were 
denied any exclusion, as well as 
gifts of future interests in property. 

In Ryerson, Executors, v. U. S., 61 
S. Ct. 656, the court ruled that where 
gifts are contingent so far as in- 
terests of beneficiaries are concerned, 
and are future interests in property, 
then such gifts are not entitled to 
the exclusion of $5,000. However, 
if the interests of the beneficiaries 
are vested, as in Helvering v. Hutch- 
ings, 61 S. Ct. 653, they are consid- 
ered to be gifts to the beneficiaries 
of the trust and are accordingly 
entitled to the $5,000 exclusion for 
each vested remainder where trans- 
fers were made before 1939. 
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Gift of “Single-Premium Policies” 
Held Taxable on basis of Cost to 
Donor. Section 1005 provides: “If 
the Gift is made in property, the 
value thereof at the date of the gift 
shall be considered the amount of 
the gift.” There was conflict among 
the lower courts whether the proper 
basis of such “value” was the cost 
of a similar contract at the date of 
gift, or the cash-surrender value of 
the particular contract on that date. 
In Guggenheim v. Rasquin, 61 S. Ct. 
507, the taxpayer purchased such 
policies and at substantially the same 
time assigned them to her children, 
and the Court held that the cost ot 
duplicating the particular policies at 
the date of the gift (here, the actual 
cost) is the true basis of value for 
gift tax purposes. 


CAPITAL STocK TAx 


Capital Stock Tax—In Scaife & 
Sons Co. v. Commissioner, 117 F. (2d) 
572, the Circuit Court of Appeals, 
Third Circuit, held that a capital 
stock tax return could not be 
amended after due date where tax- 
payer contended that there was a 
clerical error, (understatement by 
mistake) of $400,000. However, in 
Lerner Stores Corp. (M.D.) v. Com- 
missioner, 118 F. (2d) 455, the Second 
Circuit Court of Appeals, where an 
employee of the taxpayer listed the 
value of $25,000 instead of $2,500,000 
the Court permitted a correction as 
there was no change in judgment but 
merely an error in reporting that 
judgment to the Commissioner. To 
prevent correction of such an error, 
would deprive the taxpayer of the 
right to use the declared value 
which it had chosen in accordance 
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with the provisions of the law (Cer- 
tiorari granted October 13, 1941.) 


MISCELLANEOUS TAXES 


Admissions Tax — Charges made 
by a country club for attending 
dances, use of skating rink, tennis 
courts, swimming pool and similar 
facilities are subject to the admis- 
sion tax even though the affairs are 
private and-not open to the public. 
Eamoor Country Club vy. U. S., 119 
Ik (2d) 961, 


Stamp Tax on New S:ock Issue— 
In Premier Shares, Inc. v. Rothensies, 
117 F. (2d) 809, the underwriters 
had an option to buy stock of new 
corporation and since a_ sale in- 
volved a transfer, from them to the 
public, of the right to receive the 
stock, such transfer was therefore 
subject to tax. Had the underwriters 
merely acted as Agents, a double 
transfer tax would have been 
avoided. 

ACCOUNTING PROCEDURE 

First Accounting Period — A 
newly organized corporation should 
ascertain from its state law when 
its corporate existence begins. In 
I.T. 3466, an Ohio Corporation lost 
the right to establish a fiscal year 
ended November 30, 1940, because 
its existence began on November 3, 
1939, when it filed articles of incor- 
poration and not on December 18, 
1939, when it perfected its organiza- 
tion and commenced business. As no 
return was filed for the period 
November 3 to November 30, 1939, 
the Corporation must report on the 
calendar year basis, until it receives 
approval of change of accounting 
period from the Commissioner. 
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Accounting for Nonferrous Metal Mine 
Development 


By Epwarp G, Carson, C.P.A. 


ETAL mine development and 

its treatment in the accounts 
present many complexities. Deple- 
tion, which in itself is an engross- 
ing subject, is only one phase of the 
development problem. 

As used in the industry the word 
development is variously interpreted. 
The General Counsel for the United 
States Treasury has stated that “the 
term ‘development’ is a term which 
is widely used to apply to substan- 
tially all mining operations, whether 
in the making of preparatory open- 
ings or later additional openings of 
any character for extracting the 
mineral,’’* 

Technically, the classification of 
various costs as “development” may 
be reasonably clear; practically such 
classification may not be so clear. 
Such difficulty of classification would 
seem more pronounced after the pre- 
liminary stages have been passed. 
Doubtless, such practical considera- 
tions present a leading reason why 
some mining companies make no 
attempt to segregate development 
costs from current extraction costs. 


Technical Definitions: Develop- 
ment of metal mines has been de- 
fined as the work undertaken to 
prepare for commercial mining op- 
erations. Not infrequently the ex- 
penditures for development prior 
to commencement of commercial 
operations are combined in the ac- 
counts with the cost of the mining 
property or with expenditures for 
exploration despite the fact that 
there would seem to be definite dis- 
tinctions between the basic mine 
cost, and the costs of development 
and exploration. 


* G.C.M. 13954 (C. B. Dec 1934 p. 66). 
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Preliminary exploration may be 
defined as the work undertaken to 
determine generally if a property 
has commercial possibilities and if 
so, how such possibilities may be 
best exploited. Preliminary explora- 
tion would include attempts to de- 
termine as accurately as possible the 
approximate extent or area of the 
deposit, the amount of mineral con- 
tained, costs of extraction, methods 
to be adopted, etc. When sufficient 
favorable information with respect 
to these factors has been obtained 
the work of development will be in- 
stituted. 

Theoretically, the distinction be- 
tween exploration and development 
costs is not always clear. As an 
illustration,openings originally made 
for the purpose of exploration may 
later be used for development and 
even commercial extraction. Practi- 
cally, however, it is frequently con- 
sidered that the costs of any open- 
ings or other facilities furnished for 
exploration should be charged to ex- 
ploration regardless of their later 
availability for other purposes. 

It should be noted that explora- 
tory work usually continues after 
development commences and even 
after commercial extraction is insti- 
tuted. 


“Preliminary” and “Current” 
Development: It has become cus- 
tomary to. distinguish between 
development work designed to pre- 
pare the mine for commencement of 
commercial operations and develop- 
ment work performed subsequently. 
It is probable that in the majority 
of cases the preliminary develop- 
ment cost is added to the cost of the 
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Accounting for Nonferrous Metal Mine Development 


deposit and made subject to deple- 
tion. Even if such _ preliminary 
development expenditures are 
carried as a separate item and not 
added to mine cost the amount there- 
of frequently is not amortized on a 
basis different from that of the basic 
cost of the property. This procedure 
has undoubtedly been influenced by 
the decisions of the United States 
Treasury with respect to income 
taxes. 

The reason for the capitalization 
of preliminary development is that 
such development (which of course 
may include the exploratory work) 
is considered as affecting the entire 
property rather than the particular 
body of ore prepared for immediate 
extraction. However, such _ pro- 
cedure may not be entirely logical. 

We sometimes find that a pro- 
cedure which is appropriate in many 
cases is adopted as a standard with 
the result that it is applied to condi- 
tions which, if the facts were more 
carefully considered, would be found 


Preliminary 


When do Commercial Operations 
Commence? When preliminary ex- 
ploratory work has indicated that a 
nonferrous metal property has com- 
mercial probabilities, decisions must 
be made as to the extent of develop- 
ment work to be done, mining 
methods and type and size of mining 
equipment, type and capacity of re- 
duction equipment, methods of pro- 
viding power and transportation, and 
with respect to numerous other 
problems including those affected by 
geographical location, climate and 
terrain. 

The rate of ore extraction is 
limited by the capacity of the mine 
equipment and frequently by the 
capacity of the reduction equipment. 
If, in the case of an underground 
operation reached through a shaft, 
the hoisting capacity is no more than 
100 tons a day, a 200 ton mill could 
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to be inappropriate. While it would 
ordinarily be impracticable to indi- 
cate precisely the “ores benefited” 
by preliminary development, in some 
cases reasonable determinations 
might be made. In such cases, there 
would seem to be no good reason 
why the cost of development per- 
formed prior to commencement of 
commercial operations should not be 
allocated to the mineral benefited by 
such work rather than to the mineral 
contained in the entire property. 

As in the case of preliminary 
development, theoretically there 
would seem to be no good reason 
why subsequent development ex- 
penditures should not be charged 
against the mineral benefited, when 
and as such mineral is extracted. 
However, except in those cases in 
which very extensive development 
programs are undertaken, and the 
“ores benefited” reasonably deter- 
mined, it is likely that development 
costs are more often charged to 
operations as incurred. 


Development 


not operate to capacity. Similarly, a 
100 ton mill would ordinarily limit 
extraction to that quantity. 

The decisions to be made before 
equipping the mine would be influ- 
enced by the organization’s financial 
condition, rate of return of capital 
desired, considerations of financial 
risk relating to political factors if 
located in a foreign country or local 
labor or other conditions. 

These and many other factors will 
be weighed and debated as prelimi- 
nary exploration progresses. In fact, 
some may very early dictate a de- 
cision that commercial operations 
are not practicable. There are doubt- 
less many metallic deposits through- 
out the world which will not be oper- 
able until mining or metallurgical 
science further progresses, trans- 
portation facilities provided, or other 
beneficial improvements occur. 
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It is probable that no two mines 
ever presented exactly the same set 
of operating and financial problems. 
Hence we may find the paradoxical 
condition in which two mines of 
approximately similar extent and 
physical characteristics will have 
ditferent preliminary development 
costs. 

The United States income tax 
regulations state that a mine has 
passed from the development to the 
operating stage when “the major 
portion of the mineral production is 
obtained from workings other than 
those opened for the purpose of 
development, or when the principal 
activity of the mine becomes the pro- 
duction of developed ore rather than 
the development of additional ores 
for mining” (Reg. 103 Sec. 19.23 
(m)-15). 

Many large mines were developed 
over long periods of years at costs of 
many millions of dollars before com- 
mercial extraction actually com- 
menced and many other mines were 
put into commercial operations after 
relatively little development. 

It is not always possible to state 
definitely that commercial opera- 
tions have commenced as of a speci- 
fic date. Sometimes the best that 
can be done is to choose a convenient 
point during the period of transition 
from the development stage to the 
operating stage. 


Development and Percentage De- 
pletion: The complexities of the 
problems relating to the accounting 
treatment of development for corpo- 
rate and income tax purposes are 
complicated when the percentage de- 
pletion provisions of the Internal 
Revenue Code are availed of. 

In general, the provisions of the 
Internal Revenue Code and regula- 
tions and the Treasury decisions re- 
quire that preliminary development 
costs be dealt with as part of the cost 
of all mineral contained in the 
mines and recoverable through de- 
pletion allowances whereas subse- 


108 


quent development costs are gener- 
ally treated for income tax purposes 
as charges applicable to the ores or 
mineral thereby benefited; that is, 
effectively as a part of direct cost of 
mining. 

The percentage depletion provi- 
sions of the Internal Revenue Code 
result in the payment of an income 
tax by a taxpayer engaged solely in 
operating a mine in any year in 
which income is realized from the 
mine after all charges except deple- 
tion, even if depletion based upon 
cost far exceeds such income. The 
election of percentage depletion 
(which is irrevocable) may result in 
aggregate depletion allowances ex- 
ceeding the cost of the property, or 
may never reach such cost. 

There would seem to be a definite 
distinction between the price paid 
for an undeveloped mineral property 
and the costs of making the mineral 
available for use, which costs would 
seem reasonably to include develop- 
ment. So-called “current” develop- 
ment obviously is part of the cost of 
extracting the related metal. Why 
then should not so-called “prelimi- 
nary” development be so considered? 
It is, of course, recognized that the 
Treasury regulations have not been 
based primarily upon logic but have 
given consideration to the practical 
difficulties of determining the “min- 
eral benefited” by development and 
of distinguishing between those 
costs necessary for current extrac- 
tion and those looking to future ex- 
traction. 

When percentage depletion provi- 
sions were promulgated for non- 
ferrous metal mines, the question 
arose as to whether development 
(preliminary and current) could be 
deducted from taxable income in 
addition to percentage depletion. In 
G.C.M. 13954 (C.B. Dec. 1934, p. 66) 
the following conclusion was stated: 

The capital to be recovered 
through depletion allowance in the 
case of coal and metal mines under 
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Accounting for Nonferrous Metal Mine Development 


the general rule set forth in Sec- 
tion 114(b)1 of the Revenue Acts 
of 1932 and 1934, which the per- 
centage depletion allowances 
under such Acts are to be taken in 
lieu of, is composed in part of the 
capitalized development expendi- 
tures during the development 
stage of the mine; and the so- 
called capital development costs 
after the mine has reached the pro- 
ducing status should not be 
treated as capital charges re- 
covered through depletion, but as 
operating expenses deductible in 
the year in which the ore benefited 
by such expenditures is produced 
and sold. 


Upon the basis of the above-men- 
tioned General Counsel’s opinion, it 
would seem that an organization 
which engaged in extensive and 
costly preliminary development 
would receive less favorable treat- 
ment under the percentage depletion 
provisions than an_ organization 
which, because of less ample finan- 
cial resources, or other reasons, com- 
menced operations with relatively 
smaller developed ore reserves. 

So far as the writer knows, the 
treatment of amortization of prelimi- 
nary development costs of nonfer- 
rous metal mines when percentage 
depletion is used, has not been tested 
in the courts. The decisions relating 
to petroleum companies would not 
seem to be pertinent, for one reason, 
among others, that the percentage 
depletion provisions relating to oil 
and gas wells differ in many impor- 
tant respects from those relating to 
nonferrous metal mines. 

Importance of Proper Allocation 
of Preliminary Costs: If a new 
mining property appears to have a 
relatively small metal content and 
consequently, a relatively short life, 
careful segregation of costs between 
development, mine plant and mill 
plant may not be of material impor- 
tance for corporate accounting pur- 
poses, since presumably such costs 
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will be amortized over the life of the 
mine, either by depreciation or de- 
pletion allowances. However, if con- 
ditions are such that the time re- 
quired to extract the mineral is 
longer than the physical life of the 
equipment, then segregation of costs 
between depreciable and depletable 
assets is important. Under such cir- 
cumstances, if too large a proportion 
of preliminary costs is charged to 
development, subsequent deprecia- 
tion allowances will be lower than 
otherwise, without compensating in- 
crease in periodic depletion allow- 
ances. 

In addition, if the possibility 
exists that percentage depletion may 
be elected for income tax purposes, 
under present conditions allocation 
of too high a proportion of prelimi- 
nary costs to development might re- 
sult in payment of increased amounts 
of income taxes. Since depreciation 
but not amortization of preliminary 
development may now be deducted 
in addition to percentage depletion, 
proper allocations of costs to depre- 
ciable assets would result in higher 
aggregate deductions in arriving at 
taxable income. 


Allocation of Preliminary Costs: 
At the outset, considerable amounts 
may be spent for labor and materials, 
part of which will apply to develop- 
ment and part to mine plant. The 
proper allocation may not always be 
simple. As stated previously, in- 
stailation made in the first instance 
primarily for development, or even 
for exploration, may later be used 
for commercial operations. 

During the preliminary period it 
would seem that the costs of drilling 
equipment, trucks, tractors, locomo- 
tives, wiring, and like items should 
not be charged to development but 
rather to depreciable assets. To the 
extent such equipment is used on 
development work, the depreciation 
thereon should be charged to devel- 
opment. 

Administrative and engineering 


109 








The New York Certified Public Accountant 


supervision present difficult prob- 
lems. During the preliminary period 
the administrative and engineering 
officials ordinarily will be devoting 
their time and efforts to all manner 
of things relating to development, 
mine equipment, and determination 
of the proper apparatus for beneficia- 
tion of the ore. In addition to the 
salaries of such officials there will be 
travel expense, clerical salaries, camp 
and other indirect expenses. 
Doubtless a satisfactory method of 
allocating salaries is upon the basis 
of time reported by the officials and 
employees as having been spent 
upon matters relating to the mine or 
mill plant construction or to develop- 
ment. If such time reports are avail- 
able general expenses may be appor- 


tioned in the ratio of salaries charged 
to each classification to salaries 
charged to all. 

No general rule for allocation may 
be laid down if the officials have not 
kept time records of their activities. 
Each case must be decided upon its 
own merits. Allocation upon the 
basis of direct labor charges may be 
equitable in some cases; in others, all 
direct charges rather than solely 
labor, may be significant. 

The problem is further compli- 
cated when an organization has 
mines operating as well as in the 
development stage. In such case de- 
cision must first be made as to what 
part of the overhead (including that 
of the home office) is applicable to 
the current operations. 


Current Development 


General Consideration: As stated 
previously the rather general prac- 
tice of metal mining companies is to 
capitalize as part of the original 
mine costs all development costs in- 
curred prior to commencement of 
commercial operations, but to charge 
off subsequent development costs 
either as incurred or against the 
“ores benefited.” 

In general, it would appear that 
the “deferred charge” procedure 
would result in more equitable ac- 
counting. There are, however, so 
many variable conditions in metal 
mining that no inflexible rule can be 
laid down. In the case of a mine 
with vein or lode occurrences, cur- 
rent “development” costs may in- 
clude “exploration” costs. Much 
time and money may be spent to find 
such ore. In such circumstances, it 
might be inadvisable to defer the 
costs of “looking for” the ore. On 
the other hand, in a disseminated 
deposit the persistence and richness 
may perhaps be reasonably approxi- 
mated through relatively limited 
drilling. 

Again, the ore assured by develop- 


110 


ment work may be low grade and of 
little value when metal prices are 
low. Under such circumstances the 
development cost per unit may repre- 
sent a disproportionately high per- 
centage of the current market value 
per unit. Ordinarily, the amount of 
the basic mine cost and preliminary 
development (the historical cost) is 
not adjusted for fluctuations in 
market prices, even though at times 
the production costs may exceed the 
selling prices. It might then be 
asked why should the fact that the 
current development cost per unit is 
relatively high influence the decision 
to defer or not to defer. The answer 
of course relates to prudence and 
conservatism. The cost of develop- 
ing low grade ore instead of being a 
deferred asset may be merely an un- 
recognized loss. 


Some Methods of Accounting for 
Current Development: Just as the 
characteristics of metal occurrences 
and the methods of development and 
extraction vary widely, so also are 
there varying accounting treatments 
of development costs. The account- 
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Accounting for Nonferrous Metal Mine Development 


ing treatment frequently is related 
to the depletion procedure. Some of 
the methods used are as follows: 


_ 


Charge all development costs 
to operations as incurred 
(b) Charge all development costs 
to a deferred account to be 
amortized as the ores bene- 
fited are extracted 
(c) Capitalize as part of mine cost 
all development costs 
(d) Capitalize as part of mine cost 
or charge to a deferred ac- 
count (as in (a) or (b) above) 
the cost per ton (or unit of 
metal) of development during 
the period multiplied by the 
excess of quantities developed 
over quantities extracted dur- 
ing the period. 


(a 


Circumstances may dictate that 
more than one of the above-men- 
tioned procedures may be used by 
one organization or even with re- 
spect to one mine. 

Method (a) is the simplest and its 
reasonableness would depend upon 
many factors. So long as develop- 
ment keeps even pace with extrac- 
tion, this method might eliminate the 
necessity for a depletion charge. 
However, whether this procedure 
would be fair would be influenced by 
the circumstances surrounding the 
original mine acquisition. In a dis- 
trict in which the ore occurrences 
are consistent and persistent the 
price originally paid for the mine 
would include consideration for 
mineral not then definitely proven 
but reasonably probable. Under 
such circumstances the current cost 
of mineral extracted would seem 
reasonably to include both the 
development cost and the amount 
originally paid for the probability 
that such ore existed. 

On the other hand, if very little 
was paid for an undeveloped prop- 
erty there might be no very strong 
objection to amortizing the cost 
through depletion only as the mine 
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approaches exhaustion, so long as 
development is currently charged 
off. 

It is recognized, of course, that the 
price paid for a mine usually takes 
into account the possibilities of addi- 
tions to the ore reserves. It is 
scarcely conceivable that a mineral 
property would be sold at a price 
based solely upon ore “in sight.” 

Frequently, method (a) is com- 
bined with a depletion allowance 
which at the outset contemplates 
estimates for unproved ores, such 
estimates being adjusted from time 
to time (not necessarily every year) 
with a corresponding change in the 
depletion rate. So long as the esti- 
mates for unproved ores are fair and 
the amount of development work 
does not fluctuate too widely be- 
tween periods, this combination 
probably produces equitable operat- 
ing statements. 

If development work varies widely 
between periods, methods (b) or (c) 
might be appropriate. If depletion is 
based solely on ore “in sight” (as is 
sometimes the case) method (c) 
would seem usable, although under 
such circumstances the only differ- 
ence between (b) and (c) would 
relate to possible differences in rates 
per ton in various sections of the 
mine. Presumably under method (c) 
a composite depletion rate per ton 
would be determined for each year, 
which might not be done under 
method (b). 

Method (d) is probably not fre- 
quently adopted. It is interesting to 
note that under this method current 
development is charged to opera- 
tions at current labor rates and 
material prices whereas under 
methods (b) and (c) the develop- 
ment charged against metals cur- 
rently sold is affected by conditions 
at some time in the past. 

Difficulty in Segregating Costs: 
Just as it is frequently difficult to 
segregate maintenance and repair 
costs from current mining costs so 
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also is it frequently difficult to 
segregate development costs. The 
cost of timbering an opening may 
be necessary to determine the pres- 
ence of ore but it is also necessary 
to safely extract such ore; in addi- 
tion such timbering may also be 
necessary to maintain operations on 
some other level. Therefore, in such 
circumstances, no more than an ar- 
bitrary split could be made of such 
timbering costs among development, 
direct mining costs and maintenance. 
In those cases in which entirely 
new areas of the mine are opened, 
and long periods of time pass before 
commercial extraction commences, 
the problems are not dissimilar to 
those present in a new property. 


Variations in Quantities of Ore 
Developed: As indicated previously 
the quantity of developed ore “in 
sight” varies widely between mines. 
Some mines have ores developed for 
many years of normal operations 
while others may never have more 
than a few years assured. Some mine 
managements follow a policy of 
developing a ton for each ton ex- 
tracted. It is probably more often 


the case that the quantity of ore in 
sight varies, expanding in one period 
and contracting in another. That is, 
at times development may exceed 
extraction, whereas at other times 
the reverse may be true. 

It will be seen, therefore, that if 
development expenses are charged 
to operations as incurred, manage- 
ment has a certain amount of dis- 
cretion over the amount of net in- 
come to be reported. During pros- 
perous periods, substantial sums 
may be spent upon development, and 
little or nothing spent therefor dur- 
ing depressions. However, such pro- 
cedure is not substantially different 
from that followed by any organiza- 
tion whose expenses are influenced 
by earnings. 

In any consideration of accounting 
for development, it must be borne in 
mind that the results of development 
expenditures may vary widely be- 
cause of physical conditions. Fur- 
ther, since “ore” is defined as “a 
mineral which may be mined at a 
profit,” fluctuations in metal market 
prices would modify the effective- 
ness of development work. 
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Statt Training for the Beginner 


in Professional Accounting 


By RayMonp G. 


OSSIBLY after listening to Pro- 

fessor Scoville’s talk outlining 
the course of study prescribed for 
young men planning to enter the 
public accounting profession, there 
may be some question in your minds 
as to whether any staff training is 
essential. I do not believe that staff 
training is essential. Nor for that 
matter do I consider automobile 
tires essential to automobiles. There 
is no reason why a car could not 
run without tires except for uncom- 
fortable riding and lack of speed. 
The purpose of tires is to cushion 
the bumps and to make for more 
rapid progress, and so it is with 
training. 

Let us see why beginners with 
accounting firms or students, as they 
are sometimes called, require statt 
training. Beyond question the grad- 
uate of a college of business admin- 
istration today has received an 
excellent theoretical training. How- 
ever, not many of these juniors have 
had any previous business experi- 
ence nor have they a very clear 
conception of the work of the pro- 
fessional accountant. Obviously, this 
step from college to the business 
world requires a major adjustment. 
It is doubtful if there is any other 
time in a young man’s life when 
sound advice will mean as much 
to him as at this stage of his devel- 
opment. 

Beginners need to be shown the 
relation between the theory of ac- 
counting, with which they are so 
familiar, and the practical account- 
ing work to which they soon will 
be assigned. To be sure they might 
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learn this while working on an audit 
engagement, but public accounting 
firms do not care to have a repre- 
sentative in a client’s office who is 
not familiar with the practical aspect 
of the work he is to perform. Does 
it not take beginners some time to 
acquire the attitude, which for an 
accountant is absolutely necessary, 
namely, that nothing can be taken 
for granted ‘in auditing work? 

Has your experience with juniors 
been the same as mine? Do you not 
find, for example, that they lack 
appreciation of accuracy? This ap- 
plies not only to figures but also 
to speech and writing. That attitude 
cannot be changed overnight, but 
a training period, during which 
stress is placed on accuracy, does 
help. 

A training period upon commence- 
ment of employment will afford the 
student an opportunity to become 
familiar with the methods and pro- 
cedures followed by his employer 
both in professional work and office 
routine. During this period he also 
learns the “stock in trade” termin- 
ology of the practitioner. I have 
often seen questioning looks in the 
eyes of beginners when they are 
asked to “analyze” an account or 
get the “break-down” of a certain 
figure. 

The outstanding reason for pro- 
viding a training period for juniors 
before they are assigned to the audit 
staff is the peculiar nature of pro- 
fessional accounting work. In con- 
trast to the situation in the corporate 
field, where a beginner is known by 
his associates as new to the field 
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and allowances are made for inex- 
perience, the beginner in public ac- 
counting has numerous contacts 
with clients and their employees 
who are not so charitable. Men as- 
signed to work in offices of a client 
are considered (at least by the lay- 
man) as experts. Since clients pay 
fairly substantial fees for services 
rendered by staff accountants, they 
expect trained men to handle their 
work. 

Do you not find that many begin- 
ners fail to realize the responsibility 
they assume as representatives of 
a public accounting firm? Their 
sense of responsibility can be fos- 
tered by taking time to explain to 
them some of the important work 
undertaken by the firm and by in- 
forming them of the background of 
the firm and its partners. 

Then again, the student fresh 
from college has had no opportunity 
to visit the office of a client in a 
professional capacity and is entirely 
unaware of how to conduct himself 
in such a situation and what his 
attitude should be toward clients 
and their employees. Time devoted 
to instruction on this subject is time 
well spent. Public accounting firms 
must depend upon their staffs for 
a continuing satisfactory relation- 
ship with clients. This means that 
the high character and ability of 
each staff member is vital. We 
should not overlook the fact that 
a junior is a representative of his 
firm and his acts will accordingly 
reflect either credit or discredit upon 
his employer. 

I do not mean to imply by the 
preceding comments that staff train- 
ing in the public accounting field 
continues only for a few days or a 
few months. Training should never 
cease. But let us now consider spe- 
cifically the more formal training 
that beginners should receive imme- 
diately upon coming with a profes- 
sional accounting firm. 

This formal staff training is given 
by different firms in a variety of 
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ways, the method used depending 
upon the size of the staff and type 
of practice conducted by the account- 
ing firm. What is most important is 
not that this or that method is fol- 
lowed, but that some method that 
gives thorough instruction is used, 
and that a definite training period is 
a fixed policy of employing practi- 
tioners. 

For the purpose of this discussion 
the methods of training may be 
grouped under two general headings: 

1. The intensive training method 

2. The report department method 


It may be helpful to review briefly 
what is done by a few representative 
firms. 

One nation-wide firm requires all 
beginners employed’ by offices 
throughout the country to report to 
the main office for a month of inten- 
sive training. The course is held 
during the summer, the slack season 
for professional accounting work. 
It is given under the direction of the 
partners of the firm and conducted 
by one of its managers. The begin- 
ners are graduates of colleges of 
business administration and well- 
grounded in accounting theory. The 
purpose of this intensive training 
course is to correlate that theory 
with accounting practice. This is 
done through lectures and problem 
work. Lectures are given regarding 
the audit procedures used to substan- 
tiate each balance sheet and income 
account item as well as on such 
matters as conduct in clients’ offices 
and methods and procedures used by 
the firm. The preparation of working 
papers also receives serious con- 
sideration, stress being placed upon 
form, clarity and neatness. A series 
of arithmetical problems is given, 
some of which are to be computed 
on machines. The course also in- 
cludes instruction in the operation of 
mechanical bookkeeping, tabulating 
and calculating machines. Through 
the courtesy of some of the firm’s 
large clients, students are taken in 
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Staff Training for the Beginner in Professional Accounting 


small groups to inspect the account- 
ing departments of several corpora- 
tions. There, under the supervision 
of seniors familiar with the opera- 
tions of those companies, they in- 
spect the accounting records and per- 
form certain audit work. 

Another firm applies the intensive 
method as follows: It requires its 
beginners, college graduates, to re- 
port for work in the early fall, but 
during the first few months of their 
employment does not assign them to 
staff work. During this period they 
receive instruction under the direc- 
tion of the partners. The course is 
conducted by a staff manager. While 
the instruction is similar in general 
content to that just outlined, it 
differs in one respect: this course 
centers around an audit set. The 
use of an audit set serves a twofold 
purpose. It affords an interesting 
and logical basis for presenting lec- 
tures and gives experience in the 
preparation and use of working 
papers. As students progress in the 
work required by the audit set, lec- 
tures pertaining to the particular 
phase of the work on which they are 
currently engaged are delivered by 
the instructor and other staff mem- 
bers. For example, the cash work is 
accompanied by lectures concerning 
cash verifications as applied to 
specific audit engagements. Audit 
working papers are used to amplify 
these talks. 

Throughout the course, it may be 
noted, working papers are made avail- 
able to the students at all times so 
that they may become familiar with 
the various methods used in analyz- 
ing accounts and in summarizing 
data for balance sheet and income 
account purposes. 

The accounting systems and 
records used in specialized fields 
such as banking, brokerage and pub- 
lic utilities are explained to the stu- 
dents by staff managers well quali- 
fied in these fields. Lectures are also 
given with reference to the conduct 
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of the accountant in clients’ offices 
and the professional work, methods 
and procedures of the firm. 

Supplementing the audit set, stu- 
dents are given problems which have 
appeared on C.P.A. examination 
papers. They are also required to 
spend considerable time on routine 
mathematical work. It is astound- 
ing to find how many of the begin- 
ners in the accounting field, though 
they know the answers to intricate 
accounting problems, are not as 
rapid as one would expect in the 
fundamental processes of addition, 
subtraction, multiplication and divi- 
sion. This firm also arranges with 
companies manufacturing bookkeep- 
ing and calculating machines for the 
students to visit their showrooms 
and receive explanations regarding 
the use and operation of their 
machines. 

Now let us turn to the report de- 
partment method. In the case of an- 
other large firm of national reputa- 
tion the student is employed shortly 
after he graduates from school, but 
spends the first year of his employ- 
ment in the report department. The 
work there is divided into three dis- 
tinct phases or sections, and he is 
expected over the period of a year to 
have spent approximately four 
months on each of these. He is first 
used as a “comparer”’; that is, he 
compares the rough draft of reports 
and statements with the final type- 
written reports. After he has gained 
experience on this work he is trans- 
ferred to the checking section. Here 
he is responsible for the accuracy of 
the figures as well as for a compari- 
son of the amounts appearing in the 
text of the report with correspond- 
ing amounts shown on the balance 
sheet and other statements. His 
work also includes reading the report 
in its entirety for grammatical errors 
and inconsistencies in the text. Dur- 
ing the last phase of the work in the 
report department he is responsible 
for checking to the working papers 
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any “loose” figures appearing in the 
report. The term “loose” figures, as 
my readers undoubtedly know, re- 
fers to those amounts mentioned in 
the text of the report which do not 
appear on the statements made part 
of the report, and which can be sub- 
stantiated only by reference to the 
audit working papers. 

This firm believes that the train- 
ing young accountants receive in the 
report department impresses upon 
them the importance of accuracy in 
dealing with figures and care in the 
preparation of both working papers 
and reports. 

During the slack season when not 
occupied with report department 
work, these juniors receive instruc- 
tion regarding the field work of a 
public accountant and how they 
should conduct themselves in a cli- 
ent’s office. 

The medium and_ smaller-sized 
firms also find it desirable to give 
beginners instruction before assign- 
ing them to staff work. These firms 
generally use the intensive training 
method previously described, but 
limit the period devoted to training 
to a week or ten days. During this 
relatively short period of training, 
the beginner is instructed in the 
preparation, care and use of working 
papers, the office routine of his em- 
plover and how to conduct himself 
in clients’ offices. The training then 
continues on accounting engage- 
ments, where for the first several 
months the beginner is permitted to 
do only work of the most routine 
nature and is under constant super- 
vision. 

In general, training methods of 
medium and smaller-sized firms vary 
widely and are likely to be less de- 
finite than those of the larger firms, 
but not necessarily less effective. 

Several references have been made 
already to instructing juniors con- 
cerning their conduct in clients’ 
offices. Because of its importance, 
this subject deserves further com- 
ment. 
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The junior, if he is to succeed, 
must make a favorable impression 
upon clients. Does he know that a 
favorable impression is not based 
solely upon the accounting ability 
which he may display; that, for in- 
stance, clients do not have a high 
regard for the “yes man”? He 
should be made to realize this and 
also the importance of care for per- 
sonal appearance, tact, personal 
habits and general behavior. 

I recall a raw junior who got into 
difficulty several years ago because 
he did not keep these things in mind. 
He was assigned to a company oper- 
ating a chain of men’s hat stores. 
The first morning he appeared not 
wearing a hat and it just happened 
that he entered the building with the 
treasurer of the hat company. The 
treasurer never would have recog- 
nized him except for the brief case 
he was carrying. Without delay the 
treasurer brought this matter to the 
attention of the senior in charge of 
the engagement and asked to have 
the junior replaced with another 
assistant. Although the treasurer 
knew nothing about the capabilities 
of the junior, he immediately classi- 
fied him as incompetent, and based 
his opinion on the lack of judgment 
the junior displayed by appearing 
hatless at the office of an organiza- 
tion selling men’s hats. 

A beginner is sometimes under an 
illusion that the work of public ac- 
countants is akin to sleuthing as 
performed by detectives. Caution 
him against displaying a suspicious 
attitude when dealing with clients 
and their employees, explaining that 
most people are honest and deeply 
resent being considered otherwise. 
His attitude should be that of digni- 
fied friendliness. His relations with 
clients and their employees should 
not be intimate or such as to cause 
embarrassment to himself or his 
firm. For example, he should be in- 
structed not to borrow money or 
contract debts with clients or their 
employees, and to report promptly to 
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Staff Training for the Beginner in Professional Accounting 


his employer any offer of money or 
gratuities made by a client. 

Friction and complaint on the part 
of clients will be avoided if the junior 
is impressed with the importance of 
using tact when dealing with clients’ 
employees, and if he receives instruc- 
tion in the care and use of clients’ 
books and records. However courte- 
ous and personable he may be, he 
will not be highly regarded by clients 
if he fails to follow the “line of 
authority” when seeking informa- 
tion; if he forgets or neglects to re- 
turn books, vouchers, etc. to those 
from whom they were obtained; or 
if he disfigures clients’ records with 
large and meaningless check marks. 

Still another point that can never 
be overlooked when training begin- 
ners is the confidential nature of the 
work of professional accountants. 
The young accountant needs to be 
imbued with the fact that informa- 
tion becoming known to him through 
work for clients must be held as 
private and confidential—not to be 
discussed with outsiders, members of 
his own family or in public places 
with other staff members. An aspect 
of this matter too often overlooked 
is that discretion must be exercised 
to determine what phases of the 
audit work may be properly re- 
viewed with clients’ employees. It 
isa good rule not to discuss with any 
employee matters with which he is 
not already familiar. 

Furthermore, clients sometimes 
question the junior concerning the 
scope of the engagement, progress of 
the work or his opinion of the treat- 
ment being accorded items ou their 
statements, etc. Caution him to be 
chary in replying to such questions, 
or any question with which he is not 
fully conversant or has authority to 
answer. Questions of this nature 
should be referred to his superior. 
Obviously, a junior should not ex- 
press opinions differing from those 
of his superior when in the presence 
of clients. 
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So much for the formal training 
given at the outset of the young 
man’s connection with the firm. It is 
only a stepping stone to the real ex- 
perience he will receive when work- 
ing on audit engagements. Here, he 
will find that his superiors will gladly 
give him the benefit of their experi- 
ence and will apportion to him more 
responsible work as soon as he is 
able to assume it. 

Firms having a forward-looking 
personnel policy continue to follow 
the progress of the junior after he is 
assigned to staff work. The larger 
firms do this by written personnel 
reports. Such reports are made by 
the supervisor or senior in charge of 
the engagement and cover the work 
and progress, not only of the junior 
accountant, but of all assistants. Per- 
sonnel reports should express the 
opinion of the accountant in charge 
as to how he grades each assistant, 
that is, as a senior, light senior, semi- 
senior or junior. The report should 
include information as to the assist- 
ant’s accounting ability, personality, 
handling of clients, appearance, etc. 
and make mention of any outstand- 
ing faults. These reports are worth- 
less unless they are used as a basis 
for advancing assistants and for dis- 
cussions with them of outstanding 
faults and how they may be cor- 
rected. 

ven if the size of the firm permits 
the principal to have direct supervi- 
sion over his assistants, it is desir- 
able for him to reduce to writing, at 
least once a year, his opinion of each 
staff member. Such memoranda will 
indicate the progress each staff mem- 
ber has made over a period of years 
and the data also will be of value in 
writing reference letters regarding 
former employees. 

The junior should be assigned to 
work under the direction of different 
seniors and on different engage- 
ments for at least the first few years. 
One useful result is that he learns 
that there is more than one approach 
to the same type of problem, and 
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that records and procedures vary 
widely with different types of busi- 
nesses. Another valuable result is 
that personnel reports regarding his 
work can be obtained from several 
seniors, and thus a more accurate 
appraisal of his ability can be deter- 
mined, 

What is to be done when the staff 
training thus given the young ac- 
countant seems of no avail? How 
often we hear words to this effect, “I 
cannot for the life of me understand 
what has happened to Smith during 
the past six months. The first two 
years he was with us I had him 
figured out as a ‘comer.’ But during 
this past year he has slipped badly. 
He’s inaccurate and doesn’t seem to 
take any responsibility or interest in 
his work.” What do vou do in a case 
like this? It might be a good idea 
when it is noted that an assistant has 
made little or no progress for over a 
period of one or two years to arrange 
a conference to determine the reason. 
It is not uncommon in such cases for 
an assistant to admit his waning in- 
terest in his work and his desire to 
enter another field of endeavor. In 
other cases, the junior may continue 
to be keenly interested in profes- 
sional accounting, but apparently 
lacks some aptitude vital to success 
in his work. It does not seem to me 
that drastic action should be taken 
until it is quite evident that the man 
will not develop or unless he ex- 
presses a desire to enter upon an- 
other career. When it is discerned 
that retaining the assistant would be 
doing him an injustice, every effort 
should be made to place him in work 
for which he is better fitted. 

There are less tangible ways of 
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assisting staff men in their develop- 
ment than those previously men- 
tioned. For example, we should urge 
them to sit for the C.P.A. examina- 
tion as soon as they are eligible; to 
take an active interest in the activi- 
ties of accounting societies ; continue 
to read authoritative works on ac- 
counting and allied subjects, and 
keep informed on matters affecting 
professional accountants and_hap- 
penings in the business world. In 
this connection a library of books on 
accounting and _ related subjects 
should be available for the use of 
staff members when they are un- 
assigned. To keep abreast of matters 
affecting professional accountants, 
staff conferences may be held at fre- 
quent intervals to discuss changes in 
tax laws, recent rulings by the 
Securities and Exchange Commis- 
sion and other matters of general in- 
terest. Juniors should attend these 
conferences even though a consider- 
able portion of the matter discussed 
may not relate to the class of work 
to which they are currently assigned. 
If staff conferences are not feasible, 
bulletins regarding such matters 
may be used to attain the same 
result. 

Staff training is the keystone of a 
well-organized staff. The beginner 
has evidence that his employer is in- 
vesting in his future; the employer 
the knowledge that his organization 
is being built on a sound foundation 
—that of vertical staff expansion. 
Place a young man with an aptitude 
for accounting and a good scholastic 
preparation in such an organization 
and the investment in staff training 
will pay dividends both to the ac- 
counting firm and to the beginner. 


November 





me 


— et Fr OH 0 1 Ret 


PQ 


ee oO cA 





Machine Accounting tor Collateral 
Accounts Receivable 


By J. Lewis Simon, C.P.A. and Louis Scuirr 


HE treatment of the sale, assign- 

ment, and transfer of accounts 
receivable from the borrower to a 
bank has a number of unique varia- 
tions, sufficiently different from the 
usual machine accounts receivable 
operation to consider it a subject of 
specialized interest. 

In most accounts receivable opera- 
tions the customer’s invoice or sales 
ticket is the point of origin for the 
machine operator to post to the cus- 
tomer’s ledger card. In a collateral 
accounts receivable routine a some- 
what different procedure is adopted. 
To understand clearly this difference 
in the machine operation it becomes 
necessary to trace the contractual 
relationship between the bank and 
the borrower. 

The beginning of the transaction 
is marked by the signing of the con- 
tract which forms the basis of all 
further transactions. Although some 
contracts may have as many as thirty 
or more separate clauses, yet this 
operation is chiefly concerned with 
the following outstanding considera- 
tions :-— 


1. The percentage of the net amount 
of the accounts receivable offered 
which the borrower will receive 
upon acceptable accounts 

2. The rate of interest and service 
charge chargeable to the borrower 

3. The manner in which past due ac- 
counts are to be charged back to 
the borrower 

4. The frequency with which equi- 
ties due the borrower are to be 
credited to his deposit account. 


If the contract is properly exe- 
cuted, the borrower then presents a 


bill of sale upon which appear a list 
of the borrower’s debtors accounts 
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which are assigned showing, among 
other things, the gross amount of 
each invoice. The bill of sale is 
made out in triplicate, differentiated 
by color, together with duplicate in- 
voices and shipping receipts at- 
tached. The composition and dispo- 
sition of the three copies may be 
summarized as follows: (Exhibit A”) 


First copy: 

The amounts appearing on the 
bill of sale are compared with the 
invoices submitted. Shipping re- 
ceipts are checked for the follow- 
ing: 

1. Dates in relation to dates 
appearing on invoices. 

2. Signature of carrier, or in 
the case of hand delivery, 
signature of customer. 


Also, the extensions are checked 
on all bills. The calculation of the 
credit due on the bill of sale is then 
computed and the amount is 
placed to the credit of the borrow- 
er’s account. The items appearing 
on the bill of sale are posted to the 
customer’s debtors ledger cards 
and controlling accounts. 
The bill of sale is then filed nu- 
merically. 
Further, a card is made up for each 
account to be used for credit 
checking. 
Second copy: 

This copy is filed alphabetically, 
and in that way serves as a ready 
cross reference. 


Third copy: 
The last copy is mailed to the 
borrower and bears the calcula- 


tion of the credit placed to his 
deposit account. This serves as his 
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credit advice and he may draw 
against the sum indicated. 


Another report submitted regu- 
larly to the bank by the borrower 
is the remittance report. (Exhibit 
“B”’). This is a schedule containing 
a list of all remittances of the bor- 
rower’s debtors, together with all 
original checks, which have been 
pledged to the bank and which were 
previously listed in the bill of sale. 
The machine operator posts from 
this report to the individual cus- 
tomer’s debtors record, as well as to 
the proper controlling accounts. 

The following operations occur 
prior to posting cash receipts to the 
individual accounts of the debtors of 
the borrower: 


1. The amount of each check is 
compared with each amount indi- 
cated on the remittance report. The 
name on the check should be the 
same as that which appears on the 
remittance report. A check will not 
be accepted which differs in name 
from that appearing on the remit- 
tance report unless a satisfactory ex- 
planation is given. 


2. If the item represents that of 
a local bank, the clearing house 
number and branch of the depositors 
customer’s bank is recorded on the 
remittance sheet. If the check is 
drawn on an out of town bank, the 
name and locality of that bank are 
indicated on the remittance report. 
This information is then transcribed 
to a credit card for reference. The 
credit department can solicit infor- 
mation of an assigned account by 
telephone, if a local bank is involved. 
Otherwise credit information can be 
obtained by letter. 

3. Should the amount of the 
check exceed the amount reported 
on the remittance report, a credit 
ticket is prepared and referred to 
the bookkeeping department for 
credit to the borrower’s deposit ac- 
count. These differences usually 
occur where a partial assignment 
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was made and where the customer’s 
debtor included payments of other 
items in his remittance as well as 
items assigned. That portion which 
is unassigned is immediately credited 
to the borrower’s deposit account. In 
the event of a short payment, the 
borrower’s deposit account is then 
charged for that sum of money nec- 
essary to maintain the equity po- 
sition agreed upon in the contract. 

Under this plan of operation it is 
assumed that the “Non-Notification 
Plan” is used which means that the 
customer’s debtors are not informed 
of the collateral nature of the ac- 
counts receivable. However, when 
the contract provides for the “Direct 
Notification Plan” the operation re- 
mains the same except that in the 
latter case the customer’s debtor is 
notified of the assignment of his ac- 
count to the bank and as evidence 
thereof the bank submits to him a 
statement of assignment. 

The third type of report.that the de- 
positor is required to submit to the 
bank is called “Report of Returns 
and Credits.” (Exhibit “C”). This 
schedule is simply a list showing 
any returns and credits as they affect 
accounts listed on the original bill 
of sale. This machine operation is 
similar to the credit postings to cus- 
tomer’s debtor from the remittance 
report except that the machine op- 
erator earmarks the returns or cred- 
its to differentiate them from remit- 
tances. 

Insofar as the machine operator is 
concerned, the treatment of all items 
is similar in principle to many types 
of accounts receivable operations. It 
is in the operation controls that the 
procedure begins to differ. Thus, 
the bank keeps a summary form in 
duplicate called the statement, which 
acts as a controlling account. This 
statement has the following two sec- 
tions: (Exhibit “D”) 

(1) the collateral account 
(2) the cash account 


The collateral account includes the 
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Machine Accounting for Collateral Accounts Receivable 


following postings made by the ma- 
chine operator. The gross amount 
of accounts as indicated by the bill 
of sale is posted to the receipts col- 
umn in the collateral account. The 
second column contains records in 
summary form of the amounts of 
remittances, credits, or returns. This 
total is taken from the remittance 
and credit and return sheets. The 
balance showing total collateral held 
by the bank is arrived at by depres- 
sing the balance key on the machine. 

The second controlling account 
shows the actual cash position of 
the borrower, and bears the follow- 
ing information :— 

1. The amount advanced, record- 
ed from the bill of sale. 

2. The payments to the bank, 
posted from the remittance sheet. 


? 


3. The balance due the bank, com- 
puted by the depression of the bal- 
ance key. 


The collateral controlling accounts 
will reflect at any given moment the 
amount of security or pledged ac- 
counts the bank holds against ad- 
vances made. The cash account re- 
flects the net liability of the bor- 
rower. Postings are made daily to 
both controls. The collateral account 
shows an itemization of debits and 
credits in total affecting the pledged 
ir assigned accounts. The cash ac- 
count contains a daily summary of 
the debits and credits affecting the 
borrower’s liability to the bank. 

The machine has four registers. 
The first is used for the old balance, 
first pick-up. The second register 
accumulates charges, while all pay- 
ments and credits are placed in a 
third register. Register four accumu- 
lates all balances. Of course the old 
balance, second pick-up, is also re- 
corded by the machine but is placed 
in a crossfooter for reasons indi- 
cated in the following paragraph. 
This operation serves as a proof of 
all postings, since it is based on the 
assumption that the machine opera- 
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tor will not pick-up the wrong old 
balance twice. 

Only one crossfooter is needed for 
this operation. The crossfooter is a 
computing mechanism used to ar- 
rive at the new balance. As men- 
tioned above, the old balance second 
pick-up, is entered in the crossfooter. 
The charges are also automatically 
entered in the crossfooter as well as 
in the adding register. The pay- 
ments or credits are simultaneously 
recorded in the register and in the 
crossfooter. The credit item appears 
first in the subtraction crossfooter 
and then, by a meshing of keys, an 
automatic deduction is made by the 
crossfooter. A depression of the 
balance key then records the bal- 
ance from the crossfooter and clears 
it for the next operation. 

The handling and insertion of 
forms is a time consuming opera- 
tion since more than half the time in 
one posting is usually consumed in 
the handling of forms. Therefore 
care should be exercised to use a 
machine which will save as much 
time as possible. In this applica- 
tion, the proof sheet or journal is 
inserted around the platen and then 
remains firmly fixed in the machine 
until the conclusion of the run. All 
other forms are aligned in a desig- 
nated space on the collating table. 
The forms have line numbers on 
each side to indicate the position for 
posting. When inserting forms these 
lines are matched with a designated 
space in the machine. 

The following special features have 
been found helpful in the perform- 
ance of this operation. 

(1) Automatic return of carriage 
to the next position after the 
balance key has been depressed. 

(2) Automatic printing of date. 
(3) The printing of the credit bal- 

ance in red. 
(4) Closed accounts are specially 
designated. 
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(5) An error key to eliminate a 
wrong posting before the mo- 
tor bar is depressed. 

(6) Printing and numerical key 
board. 


(7) Automatic tabulation. 


(8) Equipment that provides for 
easy and rapid form insertion. 


In order to be able to compute 
equities of the borrower, the ma- 
chine operator must have controlling 
accounts in balance daily. The con- 
tract provides for the percentage of 
the net acceptable accounts offered 
which the borrower will receive as 
an advance against accounts sub- 
mitted. In the majority of cases the 
percentage is 75%. The differential 
is called the equity, which, pursuant 
to the terms of the contract must 
always be maintained. Of course, 
procedures, with respect to the re- 
lease of equities upon payment of 
the accounts assigned, vary. Two 





Customer’s debtors accounts and cash advance... 


Cash payments on assigned accounts 
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Equity Computation 


of the methods most widely used 
are: 

1. Release of equity immediately 
upon receipt of payment. 

2. Release of equities at stated 
periods. 


The first method involves a great 
deal of clerical work, and is there- 
fore not widely used. Under the 
second method equities are released 
at stated periods, such as, weekly, 
semi-monthly, or monthly, depend- 
ing upon the needs of the particular 
borrower, Where equities are re- 
leased under a periodic arrangement, 
the borrower in reality is paying 
less of an interest charge inasmuch 
as his indebtedness to the bank is 
decreased. The only difference is 
that the equity due him 1s released 
at a subsequent time with a corre- 
sponding saving in interest charged 
by the bank. 

For example let us assume the 
following state of facts. 


75% of assigned accounts $8,000.00 = $6,000.00 


Cash advanced in above 


Due Borrower—Equity 
ee 


EST EY 10 Se 





Gross 75% of Cash 
Amount Advanced 
of in 

Collateral Collateral 

$10,000.00 $7,500.00 

See aaa nres 2,000.00 2,000.00 

peer ety $ 8,000.00 $5,500.00 
— 5,500.00 
$ 500.00 

ee ee 500.00 

Seamus $ 8,000.00 


$6,000.00 








This example illustrates that if the 
$500.00 equity due the borrower is 
immediately released the interest cost 
is based on the $6,000.00. If how- 
ever, it is released at a subsequent 
period, the cost is based on the 
$5,500.00 balance. 

There are several other problems 
affecting the routine, and some of 
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these are discussed here topically. 


Files: 

In addition to the usual credit file 
which is made up for each bank 
borrower under the control of the 
credit department, two additional 
files for each account receivable 
borrower are prepared and kept by 
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Machine Accounting for Collateral Accounts Receivable 


the account receivable division. One 
file contains the contract, and in the 
case of a corporate borrower, a prt yper 
resolution, together with duplicate 
originals of every bill of sale offered 
and accepted by the bank. This file 
also contains a brief historical sum- 
mary of the borrower and credit 
limit allowed. The bills of sale are 
filed in chronological order. The other 
file will contain remittance reports, 
as well as schedules of credits and 
returns. This serves as a ready cross 
reference to the account receivable 
ledger and also is helpful in locat- 
ing mispostings in the accounts re- 
ceivable ledger. 


Earmarking of Accounts: 

Credit postings to the account re- 
ceivable ledger consist of two parts: 
remittances, and returns and credits. 
By properly earmarking accounts it 
is possible to check the desirability 
of any account the bank has ac- 
cepted. If returns are made con- 
stantly, or if made out of proportion 
to the percentage in that particular 
industry, further offerings of that 
account would, of course, be de- 
clined. Disproportionate returns 
may also indicate consignment ship- 
ments. 


Past Due Accounts: 

Past due lists are prepared monthly. 
All accounts which are more than 
sixty days past their original terms 
are cleared out. This, in effect, con- 
stitutes a release of equity. The 
clearing out process is followed only 
when there is sufficient equity over 
and above the percentage required 
to be maintained at all times. If 
sufficient equity is not available for 
this purpose, the borrower is re- 
quested to make direct payment, or 
in lieu thereof, an equal substitution 
of current and acceptable accounts. 


Stamping of Ledgers: 

Each borrower is supplied with a 
rubber stamp bearing the inscrip- 
tion “Sold, assigned and transferred 
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to Bank and Trust Co.,” which is 
stamped on each page and in the 
accounts receivable ledger affected 
by the transaction. In the event of 
bankruptcy, assignment for the bene- 
fit of creditors, or any other act of 
insolvency which necessitates the 
appointment of an outside agency to 
continue or wind up the business, 
this stamp serves as notice as to the 
rights of the lender. The field audi- 
tors report any infraction of this 
agreement. 


Field Audits: 

It is just as important to guard 
against carelessness as against fraud. 
Auditors make periodic examina- 
tions of the borrower’s books at least 
once every forty-five days. One of 
the most flagrant violations of the 
agreement is the failure to report 
returns and credits as received by 
the borrower. An explanation often 
is “we were waiting for the balance 
of the account to be paid and would 
have reported the returns at that 
time.” This is undoubtedly true, but 
the position of the lender may be- 
come seriously impaired, not only 
through the shrinkage in collateral 
value but also through the releases oi 
equity based on non-existent values. 

One of the most important duties 
of the field auditor is to circularize a 
representative group of the bor- 
rower’s assigned accounts. This pro- 
cedure is repeated at each examina- 
tion, but a different group is chosen 
at each audit. This serves a two-fold 
purpose. First, to verify all accounts 
during the year; second, to allay any 
thought on the part of the borrower’s 
customer that his account may have 
been assigned. 


Computation of Charges: 

The charges for financing are com- 
posed of two elements, the service 
charge and interest cost, both of 
which are contractually agreed upon. 
The service charge is based upon the 
additional detailed work involved, 
such as, assisting in the collection of 
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the accounts transferred, advising 
the borrower as to the best method 
of keeping his records and accounts, 
furnishing the borrower with all 
stationery incidental to his account 
receivable borrowings and machine 
posting costs. The interest cost is, 
of course, obvious. 

At the end of each month the daily 
balances due the bank are listed, and 
the total or aggregate of balances is 
indicated in the statement form. To 
prove the accuracy of this total two 
independent “runs” are made. The 
service charge and interest cost is 
based on these aggregate balances. 
This can best be illustrated by as- 
suming that the charges agreed upon 
were 4% as a service charge and 6% 
to represent the interest cost. Let us 
further assume the following state of 
facts to exist in one of the borrower’s 
accounts. 


On August 1, 1941 a client re- 
ceived as an advance the sum of 
$10,000.00 and during that entire 
month no activity had taken place. 
The aggregate balance of borrow- 
ings for the month of August 
would, therefore, the $310,000.00. 
The rate of 10% (the aggregate of 
the two rates previously men- 
tioned) for one day would be 
charged in this case, amounting to 
$86.08. The same result would be 
obtained if we were to compute 
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the interest and service charges on 
each balance for the number of 
days it was outstanding. If we as- 
sume that we had 31 different daily 
balances for one borrower, it 
would require 31 different com- 
putations as compared with the 
computation referred to. Here we 
would like to mention another ex- 
planation regarding the accumula- 
tion of daily balances resulting in 
the aggregate balance. Each bor- 
rowing account does not reflect a 
daily activity. Some may be active 
for only 10 or 15 days during a 
given month. For instance, let us 
examine the account of borrower 
“A” for the month of August. For 
purposes of illustration only one 
side of the usual statement form 
is used. (Exhibit “D” ) 


Machine Operator Production: 

Tests made with experienced ma- 
chine operators with respect to the 
recording data in this operation re- 
veals that 35,391 postings were made 
in 175 hours, or 202 postings per 
hour, or 3.36 per minute. It is to be 
noted that ledgers were not “stuffed” 
prior to postings, but all items were 
taken from schedules submitted to 
the machine operator. The informa- 
tion recorded included dates of in- 
voices, terms of sale, as well as 
amounts of sales items, return items, 
and cash receipts. 
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Exhibit A 


ORIGINAL 


BILL OF SALE bancoileces: ele 


AVER. DISCOUNT 























Number. 
NET AMOUNT aes 
a- This is to certify that the persons, corporations or other concerns named below % 
in and on the_______schedules annexed hereto are indebted to the undersigned in the Your Account Credited 
sums set opposite their respective names for goods sold, shipped and delivered and/or On 

(He services rendered. : ee Mi __ APPROVED BY = ___ om 
a INV.No. | TERMS NAME OF DEBTORS DATE OF INV] CROSS AMOU I 
; ————— —— aay ee eg ee + 
ve T 

a 7 aa T . ” 7 on 
1S Pa T ter ee 1 
er —— + 

yr i - eal 4 

1e ei 4 ne a = 

nm T 7 

- ~ — oo 

1e 

le 

: 

+ t 
e | 
e 


act existing between th 





ACCEPTED BY: RONG. a Se eee 


BANK AND TRUST COMPANY ) —— . . en 


BY. enantio secttasiaapt 
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Exhibit B 


REMITTANCE REPORT 


To Bank & Trust Company 


Date . 


Below you will find Statement of Collections received today on accounts assigned to you. Remittances received 


from said debtors are enclosed. 





AMOUNT OF DISCOUNT 
INVO € RCHA 
NVOICE DAT INVOICE NO. PU SERS NAME INVOICE ALLOWANCES | 41) Gweo 
——————— ee eee _ +———__} 
+ ————— $+ ++ —____+___f 
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TOTAL. REMITTANCE AMOUNT = > 





The undersigned hereby “"“** that no remittances have been received and no merchandise has been returned by 


certify 


any of the debtors, whose accounts were assigned to your bank, other than the above. 








Authorised Signature 
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Machine Accounting for Collateral Accounts Receivable 


Exhibit C 


REPORT OF RETURNS AND CREDITS 
To Bank and Trust Company 


The following items have this day been returned and/or credits 
requested. Returned merchandise has been segregated and marked and is held 
for your account. 





| 
DATE OF 
INVOICE NO. | NAME ADDRESS | Date OF | AMOUNT | BRCREVERD 














| | | | 
| | | | | 
| | 





| 
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Exhibit D 


MEdallion 3-1870 STATEMENT No. 


BANK AND TRUST COMPANY 














NEW YORK CITY EXHIBIT "p" 
—_—_—_—__Borrower_A—_— _ - _ 
_____ New York City, N.Y. For Month of 
ee ee ee August 194) 
Te __ INVOICES _ ____CASH ACCOUNT __ 
Deys| RECEIVED REDUCED BALANCE Pepe PAYMENTS BALANCE “es 
1 10,000.00 | 10,000.00 1 
2 | 10,000.00 2 
; | | 10,000.00 |3 
4 | 10,000.00 a 
; 500.00; 9,500.00 | 5_ 
£ »500.00 6 
7 | 250.00! 9,250.00 7 
_8 0,250.00 |.8_ 
_9 | | 1,000.00 | 10,250.00 is 
_! 2,000.00 12,250.00 = 10_ 
i | 250.00} 12,000.00 us 
"2 | | 1,500.00} 10,500.00 |12_ 
13 | 1,000.00} 9,500.00 13 
14 | 2,000.00! 7,500.00 14 
15 | 7,500.00 15 
ue | | 7,500.00 |16_ 
a | | 7,500,001 
_18 7500.00 18 
19 7,500.90 19 
20 7,500.00 ae 
21 72500.00 = [21 
2 | 7,500.00 |22_ 
23 | 7,500.00 | 23 
_24| 7,500.00 24 
25 | 7,500.00 |» 
24 7,500.00  |26 
27] | 7,500.00 {22 
a 72500.Q0 = |28_ 
3 | | 7,500.00 |2- 
30 | | 7,500.00 30 
31 7,500.00 31 
AGGREGATE BALANCE ___ AGGREGATE BALANCE —_267,.000,00 
eae INTEREST 4£ % = 1),.1;7 
SERVICE CHARGE % ee > 20.65 
DATE YOUR ACCOUNT CHARGED. Ziel? 
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BANK AND TRUST COMPANY 
New York, N. Y. a 
I/We have compared with my/our books the various statements you have rendered 
me/us to date, showing advances on accounts receivable, collections made for my/our ac- 
count and charges, for service interest and other outlays, and also the balance, amounting to 
$——__________. que you in accordance with your dated. 





and find same correct. 





Signed _____ 
By 


MUST BE SIGNED BY MEMBER OF FIRM OR AUTHORIZED OFFICER OF 
CORPORATION AND RETURNED PROMPTLY. 
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Food Surveys 


By JosEpH Bropner, C.P.A. 


HE subject of Food Surveys, al- 
though an interesting one, takes 

us out of the realm of pure accounting 
as such, even though there is a very 
definite association with the elements 
of general accounting and cost con- 


trol. In the operating or economic 
survey we must of necessity veer 


away from the technical accounting 
precepts at times and dwell for pro- 
longed periods upon such matters 
as purchasing, receiving and storing 
of merchandise, preparation and serv- 
ice, Menu preparation, sales mer- 
chandising, and other related sub- 
jects. 

Even from so brief an introduc- 
tion it will be seen readily that the 
conduct of such a survey must neces- 
sarily be undertaken by persons 
specially trained in this field. The 
expert, if you please, must possess 
basically an operating background 
supported by some accounting ex- 
perience. He should be able to judge 
the specifications and quality of mer- 
chandise much as is a government 
grader from the Department of Agri- 
culture. Often this individual has 
been a cook, a steward or even a chef 
or maitre d’hotel. But, with all of 
this, he still must be abie to read, 
analyze and digest a financial report 
as well as the daily analytical reports 
of revenues, costs, payrolls, etc. 

Perhaps I am ahead of my story. 
I should possibly have first discussed 
the reasons for food surveys and the 
benefits to be obtained from them. 
As to the first, the reasons are many 
and varied. Your clients are inter- 
ested, of course, in operating suc- 
cessful enterprises. This should be 
and is, no doubt, your interest also. 
Today, we simply cannot audit and 
examine the accounts of a client for 
any reasonable period without feel- 
ing a personal interest in his affairs 
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to the exent of advising and coun- 
selling with him on the conduct of 
his business as regards the possibili- 
ties of increased revenues, controlled 
costs and operating expenses, and 
improved net results. Then again, 
probably you have been asked by 
your clients in connection with your 
audit work to express opinions as to 
the efficiency of operations. This, no 
doubt, you have been in a position 
to do on a relative basis because of 
your experience in auditing the ac- 
counts of many restaurants both of 
a commercial and institutional na- 
ture. You may also have found the 
statistical data disseminated by the 
American Restaurant Association 
concerning restaurant operations 
helpful in judging operating effici- 
ency. 

Obviously, an accountant observ- 
ing that costs, expenses, etc., appear 
to be excessive, would suggest that 
a survey be made either by himself, 
if he is qualified to do so, or by some 
independent experts who are recog- 
nized in the field. As I have pointed 
out this type of work calls for special 
training in matters other than ac- 
counting or food cost control, al- 
though through these functions the 
necessity for a food survey can be 
determined. 

The fact that a specialist in this 
line is needed will be understood 
more readily from the following de- 
scription of the procedures used in 
connection with a food survey. 
Oiten, the scope of the survey em- 
braces only certain individual phases 
of the operations such as food costs, 
payrolls, menus, etc. For the pur- 
pose of this discussion, I believe the 
best plan would be to review briefly 
the various subjects included in a 
general food survey. 

After the preliminary formalities 
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of introductions are over and a tour 
about the premises is completed, the 
first thing to consider is a review of 
the past operations. The period over 
which the operations are reviewed 
depends upon each individual situa- 
tion; in some cases a complete and 
minute analysis of the operating re- 
sults is made for a period of five 
years. Ordinarily, it is sufficient to 
review the operations over a two or 
three year period. In this connection 
we have found it very effective to 
plot the operations in graphic form 
and, by this means, it is possible to 
observe trends and other related in- 
formation which might otherwise be 
overlooked by only a review of the 
figures. In report writing, graphs 
and charts save time and are invalu- 
able in illustrating points which 
should be emphasized. 

After analysing the operations, it 
is necessary to ascertain how the 
operating results compare with those 
shown by comparable commercial or 
hotel restaurants. Naturally, the 
value of such a comparison depends 
upon the material available for com- 
parative purposes. This is one of 
the reasons firms specializing in this 
field devote considerable time and 
effort to collecting statistical data 
and maintain a regular statistical 
department. 

Before going into the details of 
the operations a study is made of the 
organization. Sometimes it is found 
that an organization is bound by 
“red tape,” personal jealousies, or 
otherwise hindered by tradition or 
old-fashioned conservatism. These 
may be the causes of the trouble and 
the reasons for the investigation. 
The lack of coordination of the ac- 
tivities of various department heads 
can and often does lead to diffi- 
culties. 

Considerable attention is given to 
the restaurant facilities with particu- 
lar emphasis being placed on the size 
of the dining rooms, appropriateness 
of decorating motifs, state of repair, 
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location in respect to competition 
and to prospective sources of busi- 
ness. 

With a general picture of the past 
operations and the available facili- 
ties, a detailed study of each factor 
affecting the operations of the res- 
taurant is undertaken. Ordinarily 
these studies are taken up under the 
following topics: 


I Sales 
A. Trend of Sales 
B. Menus 
C. Service 
D. Promotion and Advertising 
1. Competition 


II Cost of Sales 
A. Purchasing and Receiving 
B. Storing and Issuing 
C. Preparation 
1. Quality 
2. Size of Portions 
3. Overpreparation 
D. Control of Sales 
III Kitchen Operations 
A. Equipment 
b. Sanitation 
C. Warewashing 
IV Operating Expenses 
A. Salaries and Wages 
B. Employees’ Meals 
C. Laundry 
D. Music and Entertainment 
E. Kitchen Fuel 
F. Linen, China, Glassware, and 
Silver 
G. Accounting Expense 
H. Other Expenses 
V Overhead Expense 
A. Rent 
B. Heat, Light, Power 
C. Repairs and Maintenance 
D. Taxes 
E. Depreciation 
VI Financial Expense 
A. Interest on Debts 
B. Mortgages 
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Food Surveys 


I Sales 

A. Trend of Sales: 

From an analysis of the trend of 
the monthly sales it is possible to 
determine whether the restaurant has 
kept pace with comparative opera- 
tions, normal business activity or 
changes in the status of the area 
whence business is derived. If the 
trend in business is adverse to the 
general trend then it is up to the 
analyst to discover the causes and 
prescribe the remedies. 

B. Menus: 

In reviewing the menus, which is 
one of the more important phases of 
the survey, careful consideration is 
given to: the appearance and cost of 
the menus; the variety of selections ; 
types of cookery and dishes offered ; 
whether dishes offered are appro- 
priate for the clientele; pricing of 
menus in relationship to cost and in 
respect to competition; menu mer- 
chandising of profitable foods and 
beverages ; use of seasonal foods and 
whether the menus are economical 
in relationship to the staff necessary 
to prepare and serve the items listed 
on the menus. 

C. Service: 

In analyzing the service, particu- 
lar attention is given to those feat- 
ures of service which are apt to have 
an effect on the guests’ reactions. 
We are more interested in whether 
the waitresses’ uniforms are neat and 
clean and the service is fast and effi- 
cient than we are in certain incon- 
sequential niceties not strictly “Emily 
Post.” Among other things, we de- 
termine whether the service is too 
elaborate and costly in relationship 
to the type of operation and suggest 
ideas for adding interest to the ser- 
vice, such as the use of bread warm- 
ers, buffet tables, salad wagons, etc. 

D. Promotion and Advertising: 

very restaurant must doa certain 
amount of advertising and promo- 
tional work, but as a rule we find 
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that restaurants that do advertise 
often spend too much for this pur- 
pose. It is the task of the analyst 
to determine what results are being 
obtained from the promotional pro- 
gram and to suggest methods for im- 
proving the results, changes in the 
program and to advise also on the 
amounts to be expended for this pur- 
pose. The advertising and promo- 
tion expenditures by competitors 
must also be given careful considera- 
tion. 

II Cost of Sales 

A. Purchasing and Receiving: 

The cost of sales, meaning that of 
food and beverages, is the principal 
cost in a restaurant operation and 
must be considered most carefully 
in a survey. Among the factors af- 
fecting the food cost are the proper 
purchasing and receiving methods 
and, under this general heading, we 
satisfy ourselves on the following 
points: 

1. Who does the buying? 

2. Are competitive prices obtained ? 
3. Does the buyer visit the mar- 

kets? 
+. What checks and comparisons 

are made of the purchase prices ? 
5. Are the most economical sizes 

of merchandise being bought? 
6. Are the qualities of merchandise 
purchased appropriate for the 
use for which they are intended? 
Are purchases being made in 
correct quantities and what ad- 
vantages may be had by large 
quantity purchases? 


“3 


8. Is the receiving done by some- 
one other than the buyer? 


\© 


Is the merchandise properly 
checked for weights, sizes, price 
and quality? 

10. Are adequate and proper rec- 
ords being kept? 


Just to illustrate the effect of size 
on price, we found in one instance 


131 








The New York Certified Public Accountant 


that a 32-pound rib of beef at 34 cents 
a pound was more expensive than a 
rib of beef weighing 38 pounds and 
costing 38 cents a pound. This con- 
dition was due to two factors: (1) the 
larger ratio of meat to trim in the 
larger rib and (2) the closeness of 
the trim on the heavier rib. The 
lighter rib had an 11-inch trim from 
backbone to the end of rib as com- 
pared to a 10-inch trim on the heavier 
rib. 


B. Storing and Issuing: 


The amount and condition of stock 
carried in the storeroom is given con- 
sideration and the care and the man- 
ner in which the stock is issued and 
accounted for comes under the scru- 
tiny of the analyst. Dead and slow 
moving stocks must be spotted and 
pointed out and suggestions made 
to avoid recurrences of such “errors 
in judgment” in buying. 


Os Preparation ; 

Preparation is a very important 
problem faced by every restaurant 
operator. The analyst must be able 
to determine if the quality of food 
is appropriate for the establishment 
and, if not, he should be able also to 
recommend the necessary changes. 
The losses from over-preparation 
must be observed and recommenda- 
tion made for their reductions if such 
losses are excessive. Don’t let any- 
one tell you that you can operate 
without some loss from over-prepara- 
tion, but garbage cans must be watched 
daily for excessive losses and waste. 

The size of portions being served 
must be scrutinized and changes sug- 
gested where necessary. As much 
care must be given to finding por- 
tions that are too small as well as 
too large. Consistency in portion 
sizes must be stressed and the proper 
relationship between @ /a carte and 
club meal portions and between the 
selling and the cost prices of the 
various portions must be pointed 
out. 
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D. Control of Sales: 

The study of the control of the 
sales embraces the system of food 
and beverage checking and cashier- 
ing, control of checks, reading of 
registers and collection of cash. If 
food and beverage cost control sys- 
tems are not being used, it is the re- 
sponsibility of the analyst to recom- 
mend the necessary controls and 
justify his recommendations from a 
financial standpoint. 


III Kitchen Operations: 


The layout and condition of the 
kitchen equipment must be examined 
and if labor saving devices can be 
profitably used, they should be rec- 
ommended. Neglected repairs and 
maintenance of the kitchen equip- 
ment and any need for new equip- 
ment must be pointed out. 

The sanitary condition of the equip- 
ment and kitchen facilities must be 
observed and recommendations made 
for improving the standards of clean- 
liness, if such are necessary. 

The warewashing facilities and 
operations are studied for possible 
reductions in breakage, savings in 
payroll and improvement in work- 
ing conditions to make the warewash- 
ing employees’ duties as pleasant as 
possible. A good part of the labor 
troubles originate from the ware- 
washers and other subordinate help. 


IV Operating Expenses: 

Salaries and wages range second 
in importance among the operating 
expenses in most establishments and, 
in many cases, these expenses are 
greater than those for food and bever- 
age raw material costs. Wage rates 
and working hours must be reviewed 
with possible savings in mind. Wage 
rate comparisons must be made and 
the proper relationship established 
between the number of guests served 
and the number of employees on the 
payroll. Of late, this problem has 
become more acute because of labor 
activities. 
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Food Surveys 


Employees’ meal lists must be ana- 
lyzed and unnecessary meals elimin- 
ated. A check must be made to see 
whether the meals being served to 
the employees are satisfactory. A 
thought on this subject is to watch 
how the food is served as well as what 
is served. 

The consumption of laundry must 
be checked; the quality of laundry 
work observed and a comparison of 
laundry rates made. A proper con- 
trol of the laundry exchange must 
be devised if none exists. 

Music and entertainment costs 
must be analyzed and suggested re- 
ductions or increases recommended 
as necessary. These expenses have 
a tendency to increase from year to 
year and, because of this, more than 
one establishment has gone out of 
business trying to “keep up with 
Jones,” his competitor. 

Gas consumption must be checked 
and wasteful equipment and habits 
pointed out. A great deal of gas is 
wasted because of solid top ranges 
and too large broilers. 

The replacement costs of china, 
glassware, silver, and linen must be 
analyzed and comparisons made to 
determine whether excessive losses 
are occurring. If these expenses are 
too great, the analyst must be able 
to make the necessary recommenda- 
tions to bring about the greatest pos- 
sible savings. Here are two extreme 
exainples : One large hotel restaurant 
proved that its breakage could be re- 
duced $27,000.00 a year simply by the 
proper supervision of the warewash- 
ing procedures and, in a large com- 
mercial institution which served 8 
to 10 thousand meals a day, only 445 
cups were broken during the past 
year. Incidentally, in this latter 
operation only 97 plates and 254 
saucers were broken during the past 
year and the total cost of all china, 
glassware, and silver replacements 
was equal to seven one-hundredths 
of a cent per meal served. This rec- 
ord is the result of a very thorough 
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training course for the warewashing 
employees. 

The adequacy of the accounting 
system must be determined and sug- 
gestions offered to improve the ac- 
counting controls, and the collection 
and recording of operating statistics. 
The analyst must also point out to 
the management how to take the full- 
est advantage of the information 
prepared and furnished by the ac- 
counting department. 

There are a myriad of miscella- 
neous expenses which have to be 
checked for possible savings but as 
most of these expenses are rather 
small a detailed study of each of 
them is not usually necessary. 


V Overhead Expense: 

The chief overhead expense is that 
of rent, and the analyst must be able 
to determine whether the rental 
charge is fair and reasonable and 
whether the operation can bear such 
rental charge. If the rental charges 
are too high to permit of any profit 
potentialities and reductions therein 
cannot be obtained, there is only one 
obvious solution—quit the operation. 

Possible reduction in real estate 
taxes must be considered, and if real 
estate taxes appear excessive the 
client should be advised to consult 
counsel relative to instigation of cer- 
tiorari proceedings, if deemed ad- 
visable. 

Comparisons and analyses of the 
heat, light, power, and repairs and 
maintenance costs must be made and 
possible savings pointed out. If the 
necessary repair and maintenance 
work is not being done, this fact also 
must be pointed out. Some of the 
factors involved in these expenses 
which must be checked are the com- 
mercial utility rates, leaky water 
faucets, defrosting of refrigerators, 
the turning off of unnecessary elec- 
tric lights, the proper control of the 
air-conditioning units, the condition 
and quantity of various insulating 
materials, the condition of furnaces 
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and boilers, the type and quality of 
fuel used for heating purposes, the 
use of proper wattage of lights and 
the checking of the repair bills for 
possible excessive charges. 


VI Financial Expense: 

The analyst should review the in- 
debtedness of the restaurant, with 
possible adjustments in mind rela- 
tive to interest rates and refinancing 
and reduction of mortgages. 


Conclusion: 

There are certain other matters 
other than those discussed above 
which should be considered when 
making a food survey. For example, 
during the entire period of the sur- 
vey the accountant or specialist 
should have frequent conferences 
with the client and the department 
heads so that any deficiencies dis- 
covered are immediately brought to 
their attention for correction. This 


permits prompt action rather than 
waiting for several weeks until the 
receipt of a completed report. When 
all necessary physical inspections 
have been made and adequate notes 
compiled a preliminary survey should 
be drafted. It is usually beneficial to 
have the preliminary survey reviewed 
by someone other than the person 
who prepared it. Obviously, the ad- 
vantage obtained in having someone 
with an objective viewpoint review 
the survey is that a clear and concise 
picture will be presented to the 
client. 

From the foregoing comments, it 
will be seen that there are many ac- 
counting problems in connection 
with a food survey, but it also in- 
dicates that there are certain prob- 
lems that might better be undertaken 
by a specialist in restaurant account- 
ing rather than by a public account- 
ant who has had little or no experi- 
ence in this type of work. 
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Monthly Audits 


Hf following three papers were presented at a special technical meet- 

ing held under the direction of the Society’s Committee on Monthly 
Audits on the evening of November 6, 1940, at the Engineering Auditorium, 
New York City. Mr. Sidney B. Kahn, Chairman, presided. 


Monthly Audit Reports 


By Sipney B. Kaun, C.P.A. 


Before entering into a discussion 
of the subject of “Monthly Audit 
Reports,” an attempt will be made 
to define the phrase. Unfortunately, 
accounting terminology generally 
has not yet attained the stature of 
the nomenclature of other learned 
professions wherein a much greater 
degree of unanimity exists with re- 
spect to the use of technical terms. 
Therefore, he who ventures to define 
accounting terminology, does so at 
some risk. 

What is a monthly audit? Obvi- 
ously, when used alone, the words 
“monthly” and “audit” need no ex- 
planation, yet the expression result- 
ing from the combination of the two 
is not clearly understood. Some be- 
lieve that the terms “montly audit” 
and “continuous audit” are synony- 
mous. This is incorrect. The work 
in a “continuous audit” is progres- 
sive in that it leads up to its comple- 
tion upon the closing of the account- 
ing records at the end of the fiscal 
year. This is true despite the fact 
that the detail work may be per- 
formed at regular and short intervals. 
Asa rule in this type of audit, no in- 
terim report is made except of irregu- 
larities detected or adjustments found 
necessary, until the end of a complete 
fiscal period. 

As opposed to this, the “monthly 
audit” is one of a series of recurrent 
audits made at regular intervals of 
a month, each audit in itself being a 
gparate and complete entity. Here 
a monthly report is a reasonable re- 
quirement and a logical conclusion 
of the work. 
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Generally speaking, in a monthly 
audit certain operations are per- 
formed completely each and every 
month, whereas others are made the 
subject of test within the month. 
Some procedures may be performed 
only once every two, three or four 
months. Independent balance sheet 
verifications by outside communica- 
tion or by physical inspection are 
very rarely made in connection with 
this type of audit. 

Although the “monthly audit’ is 
supplementary and/or complemen- 
tary to a year-end balance sheet 
audit, it should of itself be sufficient 
in scope to lend credence to the ac- 
counts to the extent that would war- 
rant the issuance of a monthly re- 
port. This is generally not true of 
the “continuous audit.” 

Let us now examine the word 
“report.” Webster’s unabridged dic- 
tionary defines it as follows :—‘‘to 
give formal or official account or 
statement of; to state formally; to 
announce or relate, as what has been 
discovered by a person sent to ex- 
amine, explore, or investigate” 
“Crowell’s Dictionary of Business 
and Finance” gives this definition : 
‘“k * * this term means a statement 
of fact or facts concerning some mat- 
ter or matters that is made by a com- 
petent and duly authorized person. 
* * * may contain a list of exhibits, 
and also general remarks if re- 
quired.” These definitions, while 
broad, are nevertheless clear and 
definite. 

There have been some suggestions 
that the word “report” be used sy- 
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nonymously with or in place of the 
term “opinion” (which replaces the 
now obsolete term “certificate’”’). I 
regret this unfortunate attempt at 
restricting the meaning of a word 
that has such a clear and universally 
accepted connotation. Perhaps this 
misconception has resulted from the 
emphasis now being placed upon the 
fact that, in the case of published 
accounts of listed companies, the fi- 
nancial statements are regarded as 
representations of the client and are 
presumed to have been prepared by 
him. In such cases the accountant’s 
report is limited to a formal written 
statement giving the opinion of the 
independent auditor with respect to 
the accompanying financial state- 
ments of the client. Granting that 
here, strictly speaking, the opinion 
alone comprises the report, it does 
not follow that accountants’ re- 
ports are always confined to opin- 
ions. QOn the contrary, there are 
probably thousands of unlisted cor- 
porations whose balance sheets and 
income statements are actually pre- 
pared by public accountants. Mani- 
festly, under such circumstances, the 
statements are as much a part of 
the accountant’s report as is the 
opinion, Furthermore, there are many 
situations in connection with which 
independent accountants’ reports are 
rendered without balance sheets, in- 
come statements or formal opinions. 
It is probably correct to define a 
“monthly audit report” as being a 
regular, written interim account, 
statement or letter, prepared by a 
public accountant as a result of a 
monthly examination for, or on be- 
half of, his client regardless of its 
form or content. (I emphasize the 
words “regular” and “interim”.) 
Let us examine the claim of those 
who hold that there is no justifica- 
tion for monthly reports. Has this 
objection been raised because of the 
failure to perceive the distinction be- 
tween a monthly audit and a con- 
tinuous audit performed in monthly 
installments? It is argued that by 
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reason of the absence of complete 
financial data and/or the lack of in- 
dependent verifications of the bal- 
ance sheet, a monthly audit report 
is unwarranted. However, in my 
opinion some dependable iniorma- 
tion is preferable to none. Is it not 
true that at best only substantial 
accuracy in stating accounts can be 
obtained even in the case of year- 
end balance sheet audits? Estimates 
are always resorted to and the ac- 
countant’s judgment must of neces- 


sity be relied upon in appraising 


facts and figures. Exactitude in pre- 
senting financial data can rarely, if 
ever, be attained. The employment 
of appropriate mechanics (as, for ex- 
ample, the use of predetermined pro 
rata charges) will aid materially in 
marshalling and presenting monthly 
financial and operating information 
in as accurate a degree as is desir- 
able. Provided, of course, that an 
adequate. monthly audit has been 
made, and the scope of the examina- 
tion explained in the report, such 
financial and operating data may 
properly be presented in a monthly 
audit report. 

The report as a whole should be 
a formal document prepared on the 
accountant’s letterhead and signed 
by him. This should apply with 
equal force to monthly and other 
periodic reports as it does to year- 
end balance sheet reports. However, 
no formal opinion or certificate should 
be given in the monthly audit re- 
port in view of the limited extent 
to which the balance sheet is veri- 
fied. 

Patently, monthly audit reports 
should be prepared with the view 
that they may be used by outsiders 
as well as by the client. It is ob- 
vious that the accountant cannot 
control the use to which his report 
will be put after it has left his pos- 
session, therefore any audit limita- 
tions imposed upon the accountant 
must be clearly set forth in the re- 
port. Where the scope of the ex- 
amination has been unduly restricted, 
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it may be necessary to qualify the 
report with exceptions that in nature 
and extent are sufficient to negative 
the report itself. Under such cir- 
cumstances, a monthly audit report 
should not be issued. If, however, 
the client insists that a report be 
furnished for informational purposes, 
the accountant may do so provided 
he does not use printed stationery 
bearing his name or designation. 

In form the monthly audit report 
should resemble the vear-end report. 
There is a letter of transmittal and 
comments, the main exhibits (bal- 
ance sheet and income statement) 
and the supporting schedules. The 
terminology, classifications, and group- 
ings on the exhibits and schedules 
in the monthly report should coin- 
cide with those of the year-end re- 
port. 


Letter of Transmittal 

The first part of the report is the 
letter of transmittal. This precedes 
the statements and is bound securely 
to them. The letter embodies the 
text matter of the report. It should 
be dated, properly addressed, and 
should contain in the order given: 
introductory paragraph, an index to 
the exhibits and schedules, a state- 
ment of the scope of the examina- 
tion and qualifiications if any, com- 
ments on the financial condition and 
operations if desirable, any other 
pertinent remarks, complimentary 
close, and signature. Where numer- 
ous statements comprise the report 
it may be preferable to use a sepa- 
rate index in lieu of making this an 
integral part of the letter. 

Let us consider each of the com- 
ponent parts of the letter. 


Date-—The letter should generally 
be dated as of the date the draft of 
the report is completed; that is, 
after it is reviewed and ready for 
tvping. Some accountants advocate 
using the date of submission of the 
report. It seems that the former 
is preferable. It may be reasonable 
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to assume that in well-regulated 
offices an undue length of time does 
not elapse between the date of draft- 
ing and the date of submitting a 
monthly audit report. In actual prac- 
tice, however, quite a different situa- 
tion may prevail. Under the circum- 
stances it would seem advisable, as 
a matter of record, to use the final 
date upon which the accountant was 
in direct contact with or had under 
consideration the affairs of the cli- 
ent. This is the date of completion 
of the draft. 

Addressee —Generally speaking, the 
letter should be addressed to the 
person, body or entity for whom the 
examination is made or to whom the 
accountant is primarily responsible. 


Introductory Paragraph—tThe first 
paragraph of the letter should state 
that an examination has been made, 
giving the name of the enterprise 
audited and the period or periods 
covered. It should also state that 
the report is being submitted there- 
with, listing its component parts. 
The following is illustrative of an 
introductory paragraph for monthly 
reports: 

“We have examined the accounts 
of the XYZ Company for each of the 
nine months ended September 30, 
1940, and in connection therewith 
submit our report consisting of this 
letter and the following statements :” 

The word “each” is used advisedly 
in this illustration, for it alone con- 
veys the meaning that monthly audits 
rather than continuous audits (or 
one interim audit for the year-to- 
date) have been made. 

If the accountant has not made 
monthly audits since the beginning 
of the fiscal year, he should qualify 
his report by indicating at which 
point his audits began, stating that 
prior months had been audited by 
other accountants or had not been 
audited at all, as the case may be. 
This qualification would, of course, 
also be required where similar cir- 
cumstances prevail with respect to 
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comparative figures of the previous 
year. 


Scope of Examination and Qualifica- 
tions.—This is an extremely important 
part of the letter as it is here that 
the accountant tells what he has 
done and what he has not done. 

A clear, concise explanation of the 
general scope of the examination 
should be given first. This should 
be followed by a succinct but un- 
equivocal enumeration of all excep- 
tions whether they relate to the 
scope of the work, a particular item 
of the statements, the soundness of 
the company’s accounting procedures, 
Ct. 

The following is suggested as a 
satisfactory second paragraph of the 
report letter: 

“We have examined or tested ac- 
counting records of the company and 
other supporting evidence, at times, 
by methods and to the extent we 
deemed appropriate, but we did not 
confirm the assets and liabilities by 
direct communication or by physi- 
cal inspection. The inventories were 
verified in the following manner . 
etc.” 

This phraseology, to and including 
the word “appropriate”, with two ex- 
ceptions, was taken verbatim from 
the short form of accountant’s re- 
port recommended in the booklet 
“Extensions of Auditing Procedure” 
approved by The New York State 
Society of Certified Public Account- 
ants on December 5, 1939. The two 
exceptions referred to are these: 
first, the Society’s booklet includes 
the phrase, “. . . and, without mak- 
ing a detailed audit of the transac- 
tions ”, and second, the So- 
ciety did not use the words “at 
times” in its illustration. 

These variations seem appropri- 
ate in connection with monthly re- 
ports. The monthly audit is not a 
complete unit (contemplating a de- 
tailed check of all transactions), but 
it is, nevertheless, essentially a de- 
tailed audit. It would, therefore, be 
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improper to use the phrase “without 
making a detailed audit of the trans- 
action.” The words “at times” are 
considered pertinent because certain 
portions of the auditor’s work have 
been performed at different times 
during the year. This is in accord- 
ance with a suggestion made in the 
aforementioned booklet “Extensions 
of Auditing Procedure” to cover sit- 
uations where the auditor’s work is 
spread throughout the fiscal period. 

This section of the letter should 
contain a clear explanation of the 
manner in which the inventories 
were determined, and the extent to 
which they were verified. by the 
auditor. The failure to observe the 
cardinal principle that the accounts 
be stated only after making adjust- 
ments for accruals, prepayments, bad 
debts, depreciation and the like, 
should be conspicuously brought to 
light. It would seem that where ma- 
terial adjustments for the foregoing 
items as well as for inventories have 
been made for report purposes only, 
without being recorded on the books 
of account, this fact should be stated 
in the letter. This is in conformity 
with the generally accepted principle 
that the financial statements be in 
agreement with the books. Contin- 
gent liabilities, including those aris- 
ing from purchase and/or sales com- 
mitments, if pertinent, should be 
commented upon at this point. If 
no investigation has been made of 
the latter, a statement to that effect 
should be included. 

Assuming that adequate proce- 
dures have been carried out in con- 
nection with the audit of the oper- 
ating transactions, it is not consid- 
ered necessary to describe the details 
of the examination with respect 
thereto. 


Comments on Financial Condition 
and Operations.—In this third part of 
the letter the accountant may discuss 
pertinent changes in financial condi- 
tion and variations in operations and 
comment upon figures and trends 
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shown in the statements. Here, too, 
some elaboration may be made upon 
figures shown on the exhibits and 
schedules, by furnishing supplemen- 
tary analyses and/or statistical data. 
Care should be exercised, however, 
not to overburden the letter with too 
many figures and lengthy details 
that might advantageously be given 
in separate schedules. Qualification 
should be made with respect to any 
figures or data given in the report 
which have not been verified, such 
as statistical information and the like. 

Specific examples of some of the 
subjects that often afford field for 
comment are: disposition of funds, 
working capital position, aging of 
accounts receivable, inventory turn- 
over, factors accounting for varia- 
tion in profits, departmental results, 
units of sales and/or production, etc. 

Under certain circumstances it 
might be advisable to use this sec- 
tion of the letter for making recom- 
mendations, disclosing unusual mat- 
ters developed during the examina- 
tion, and stating points which the 
auditor wishes to make a matter of 
record. 

Close.—The letter should be con- 
cluded with a complimentary close 
such as “Very truly yours”, “Respect- 
fully yours”, “Respectfully submit- 
ted”, etc. It seems that the last 
mentioned is preferable in view of 
the fact that the letter is a constitu- 
ent part of a report. The auditor’s 
signature should then follow. 


Financial Statements 


In some reports all statements, 
whether main exhibits or supporting 
schedules, should bear a legend “sub- 
ject to the accompanying letter.” 

Balance sheet comparisons are 
very seldom found in monthly audit 
reports. Comparisons of the present 
position with the financial condition 
at the close of the previous month, 
the beginning of the fiscal year and 
the corresponding date a year ago, 
will often prove enlightening. Such 
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comparisons may be made in sum- 
mary form in the letter in place of 
or in elaboration of a comparative 
balance sheet exhibit. 

Income statement comparisons 
should be given wherever feasible. 
Sometimes comparisons with the 
previous month are valuable. Gen- 
erally speaking, however, the most 
desirable monthly income statement 
gives the results for the current 
month and the year-to-date in com- 
parison with the corresponding 
month and period for the previous 
year, as follows: 

Month Ended Sept. 30 9 Months Ended Sept. 30 

1940-— -—1939-- 1940 1939 — 
Amount % Amount % Amount % Amount % 

As a rule the percentages are com- 
puted in relation to net sales, but 
sometimes to cost of sales. In most 
cases, ratios for only the major items 
of the income statement are suffi- 
cient. Percentages judiciously used 
are the basis for analysis and inter- 
pretation of the income account. 
Variations in operations cannot be 
intelligently accounted for without 
the use of percentages or unit anal- 
ysis. 

Wherever data is available as 
to units, all, or the more important 
items in the income statement, should 
be shown with averages per unit 
sold. These unit averages generally 
make for a more accurate analysis 
than do percentages. If a budget 
has been prepared or is in operation, 
the accountant might well report on 
the monthly operations by making 
comparisons of actual results with 
the budget and showing variations 
therefrom. Where such information 
is obtainable, averages for the indus- 
try often provide a valuable basis 
for comparison. 

Sales classifications as to product, 
territory, department, salesmen, ete. 
are often desirable. A sales schedule 
that generally proves enlightening 
is one comparing the monthly sales 
of the current year with those of 
the preceding year, giving the pre- 
vious year’s monthly sales for the 
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full twelve months. A similar sched- 
ule with respect to monthly net 
profits and losses is also informative. 

While it is generally not obliga- 
tory to report upon transactions oc- 
curring subsequent to the balance 
sheet date, consideration should be 
given to doing so where the auditor 
believes such transactions to be of 
more than passing interest. 

In view of the short period cov- 
ered by the monthly income state- 
ment, unusual expenses or losses of 
substantial amounts, if merged with 
operating expenses, might obscure 
the “picture.” Where only the cur- 
rent month’s operations are being 
reported upon, such expenditures 
should be separately shown, pref- 
erably below operating income; this 
notwithstanding that some of these 
items are properly treated as oper- 
ating expenses in the yearly state- 
ment. A similar procedure should 
be followed with respect to relatively 
large expenses applicable to prior 
months but recorded in the current 
month. If the income statement 
gives monthly and year-to-date fig- 
ures, it may be impracticable to 
follow the procedure just suggested. 
In such cases unusual items and 
expenses of prior months should be 
clarified by footnotes or explana- 
tions on the statement or, in some 
cases, by comments in the text of 
the report. 

Reference is made to a general 
ledger account entitled “Charges for 
Later Allocation” used for such 
items as taxes, interest, water, li- 
cense fees, insurance, and the like. 
The purpose of this account is to 
segregate those charges entered in 
the books of account at irregular 
intervals or at intervals exceeding 
a month. Columns provide for the 
necessary Classification. In prepar- 
ing the monthly report predetermined 
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monthly pro rata charges for the 
items referred to are taken up in the 
income statement and the “Charges 
for Later Allocation” account is ap- 
propriately merged with the accruals 
and prepaid items on the balance 
sheet. This presupposes the prede- 
termination and proration of various 
items of cost and expense. Extreme 
care must be exercised both in esti- 
mating the aggregate charge to be 
absorbed and in determining the 
method of spreading it. Some charges 
are best allocated in equal monthly 
amounts, whereas others are more 
properly distributed on the basis of 
sales or production. It should be re- 
membered that, in the last analysis, 
the end to be reached is that the 
ageregate of the operating results of 
the twelve months must closely ap- 
proximate the net profit or loss 
shown on the yearly statement. Ob- 
viously, monthly income statements 
should reflect currently all ascertain- 
able costs, expenses and losses, of 
whatever nature. This will avoid 
substantial season or year-end ad- 
justments for bad debts, inventory 
mark-downs, and such items. 


Inventories —The matter of inven- 
tories in monthly audit reports is 
one that has had the careful con- 
sideration of many practitioners. We 
all know that for many of our clients 
it is impractical and sometimes well 
nigh impossible to take monthly 
physical inventories. The problem 
has been met in practice by prepar- 
ing monthly audit reports based 
upon perpetual inventories, retail 
method inventories, detail costing of 
individual sales, percentage of gross 
profit inventories, fixed and constant 
inventories, and inventories esti- 
mated by the client. 

Reference to these inventory meth- 
ods should not be construed as an 
unqualified recommendation for their 
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use under any and all conditions. 
Qn the contrary, the accountant 
must carefully consider each case 
to determine whether the method 
adopted is the best available under 
the circumstances, and whether it 
will consistently produce substan- 
tially accurate results. 

As it is the accountant’s function 
to make his monthly reports as en- 
lightening as possible, he will best 
serve all concerned by rendering 
them with inventories wherever feasi- 
ble. As stated hereinbefore, such 
reports should fully and clearly ex- 
plain how the inventories were de- 
termined and to what extent they 
were verified. 

Where physical inventories are 
used, the auditor should exercise 
great care to ascertain that the 
proper cut-off has been made in the 
matter of receiving and shipping. 
This assumes considerable impor- 
tance in connection with monthly 
reports, as an error in inventories 
would naturally have an exagger- 
ated effect in view of the short oper- 
ating period. 


Statements Without Inventories.— 
Where, because of practical con- 
siderations, monthly inventories are 
not available, the report will be of 
more value if prepared in a manner 
that will show the inventory re- 
quired to reflect neither profit nor 
loss for the current period. The 
statements should be drawn up in 
the usual form and detail, after giv- 
ing effect to all adjustments for ac- 
cruals, prepayments, depreciation, 
bad debts, etc. In this type of re- 
port the caption of both the balance 
sheet and income statement should 
contain the legend “based upon a 
merchandise inventory required to 
show neither profit nor loss for the 
period.” 

The income statement, as in the 
case where inventories are used, 
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should give the current month’s and 
year-to-date operations in compari- 
son with those of the previous year. 
The inventory required may be dis- 
played in one of two ways, viz., 
either in its usual position as a de- 
duction from cost outlays leaving a 
gross result equivalent to expense 
and other deductions that follow, or 
as the last item on the statement 
after deducting the aggregate of the 
opening inventory and total outlays 
from net sales. These treatments 
apply to the year-to-date figures. 
The current month’s results will be 
shown with a balancing figure labeled 
“increase or decrease during the 
month of the required inventory.” 

On the balance sheet the amount 
of inventory required may be dis- 
played in one of three ways, to wit, 
(1) in its usual position, (2) after 
a total of all the assets exclusive 
of inventory, or (3) as a balancing 
figure after subtracting the total 
assets exclusive of inventory from 
the total liabilities and initial net 
worth (after adjusting the latter for 
dividends and/or capital additions). 

The auditor should be particularly 
discriminating about the terminol- 
ogy used in reports in which “break- 
even” inventories are given. Such 
terms, for example, as “Cost of 
Goods Sold,” “Gross Profit,” etc. are 
misnomers. In line with this, some 
accountants substitute the title “State- 
ment of Assets and Liabilities” for 
“Balance Sheet” in “inventory re- 
quired” reports. This is stretching 
the point too far, as the former title 
applies to a statement of condition 
prepared from a single-entry set of 
books. 


Trial Balances.—In lieu of a balance 
sheet and income statement, some 
monthly reports are composed of a 
general ledger trial balance. Pal- 
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pably, where an adequate monthly 
audit has been made, all that has 
been said hereinbefore would apply 
with equal force to trial balance re- 
ports. If, on the other hand, a 
monthly trial balance is submitted 
in connection with a continuous 
audit, it should be unequivocally 
qualified somewhat as follows: 


“This is an interim report and, 
consequently, gives no effect to ad- 
justments for inventories, prepay- 
ments, depreciation, accruals, ete. 
that are made at the close of the 
year; nor does it state the scope of 
the examination, which will be given 
in our annual report covering the 
full fiscal year.” 


Cooperation with Credit Grantors in Connection 
with Monthly Audits 


By JoserH SANDLER, C.P.A. 


Cooperation between accountants 
and credit grantors in the interest 
of their mutual clients has often been 
the subject of open forum discus- 
sions at formal meetings between the 
membership of the credit fraternity 
and The New York State Society of 
Certified Public Accountants. These 
meetings have generally dealt with 
semi-annual or annual credit state- 
ments prepared by accountants on 
behalf of their clients. The credit 
grantors, however, have found it 
necessary to require more frequent 
information as to the financial status 
and operating progress of certain 
seekers of credit, particularly in 
highly seasonal industries. The de- 
sired cooperation to meet this situa- 
tion, between bankers and other ex- 
tenders of credit on the one hand 
and accountants on the other, has 
been broadened by monthly or even 
more frequent contacts between the 
credit men and the accountants 
through the medium of personal 
meetings, telephone calls and direct 
correspondence. The need for this 
cooperation has been further accen- 
tuated by the tendency on the part 
of certain credit grantors, even in 
these hectic times, to extend to some 
of their customers lines of credit 
which, according to established 
standards of fair credit risks, appear 
to be abnormal in the light of the 
net worth of such customers. 

It must be borne in mind that the 
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accountant is engaged by and is pri- 
marily responsible to his client. It 
is therefore imperative that no in- 
formation concerning his client’s af- 
fair’s should be permitted to leave 
the accountant’s office without the 
consent of the client. This authority 
is usually contained in a letter from 
the client to the accountant, permit- 
ting him to discuss his financial 
affairs with those who extend him 
credit or with agencies that serve as 
a medium for credit checking in vari- 
ous industries. We also appreciate 
the fact that our knowledge of a 
client’s affairs is confidential, and it 
is incumbent upon the accountant to 
make sure that any information with 
respect thereto is conveyed only to 
those entitled to receive it. The ac- 
countant must be on guard against 
the possibility that his client’s com- 
petitors or even his employees may, 
through devious channels, receive 
confidential information and use it 
to the detriment of the client. 

The information usually required 
by credit grantors between credit 
statement dates is predicated upon 
the monthly report which the ac- 
countant has prepared and upon col- 
lateral financial data obtained during 
the course of the monthly audit 
which may have some bearing on 
the figures contained in the report. 
Bankers and credit men are guided 
very largely in their judgment as to 
a client’s ability to meet his obliga- 
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tions by a study of the quick asset 
position and the working capital of 
the client. It is therefore important 
that your monthly report, to which 
you are obliged to resort for the cur- 
rent information to be conveyed to 
the credit grantors, set forth in 
proper form the items that reflect 
the current position of the client. It 
is often necessary, when presenting 
these figures, to furnish supplemen- 
tary information obtained during the 
course of the audit and which may 
not be included in the report. For 
example, not infrequently these in- 
terim financial statistics show a 
rather unfavorable ratio of quick 
assets to current liabilities, and may 
indicate that a client is in a top- 
heavy merchandise position. In such 
cases it may be pointed out to the 
inquiring credit man that the sales 
volume for several weeks following 
the last statement date has been very 
large in relation to the purchases 
during that period, and the unfavor- 
able ratio does not appear so serious. 
In certain industries a client may 
be obliged by the very nature of his 
business to incur considerable ex- 
pense for several months in build- 
ing up a sample line, and these ex- 
penditures, which have to be made 
before sales can be booked, compel 
the scales to dip rather heavily on 
the liability side for a short time. 
The credit man is entitled to receive 
information that will enable him to 
judge whether a client is embarking 
on too ambitious a program in rela- 
tion to his working capital at the 
beginning of a season, because he 
knows that unless orders are ob- 
tained in sufficient volume upon the 
advent of the season, the scales can- 
not be expected to return to a favor- 
able balance. Only then does the 
pendulum begin to swing in the right 
direction. In these instances it is 
vital that information with respect 
to orders placed and the expected 
gross profit on such orders be made 
available to the credit grantor. 
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In addition to information con- 
cerning the current financial position 
of the client, credit grantors usually 
request and are supplied with oper- 
ating statistics showing the trend 
of the business since the date of the 
last financial statement. Such in- 
quiries relate not only to the operat- 
ing figures for the month which has 
most recently been audited, but bear 
also upon the operations of the cli- 
ent for the unaudited following 
period, i.e., right up to date. Sales 
statistics, purchase commitments and 
other vital data are furnished in 
order to assist the credit grantors 
in formulating their opinions as to 
the amount of credit to be extended. 
The accountants deem it their duty, 
of course, to draw the attention of 
the credit men to any liens or en- 
cumbrances on the assets and also 
to apprise them of any contingent 
liabilities. 

Information of this nature is gen- 
erally required to be given over the 
telephone which is, of course, not 
wholly satisfactory. In submitting 
collateral data to a credit grantor, 
the accountant should clearly indi- 
cate the source of his information, 
because he is not in a position to 
state that something is true of his 
own knowledge when he merely feels 
that the source of his information 
is reliable. In a number of cases, 
accountants are asked to give, on 
the same day or over a period of a 
few days, the same information to 
as many as eight different inquirers 
with respect to one client’s financial 
affairs. Although this places a very 
great strain on the accountants, this 
cooperation is nevertheless always 
extended. 

In submitting current information 
to a credit grantor, whether by tele- 
phone, personal contact or through 
the mails, the accountants should be 
scrupulously careful to point out 
that the figures submitted have been 
compiled from the books of account 
without the verification that is usually 
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made only upon a balance sheet 
audit. Inquiries answered by mail 
should contain the qualifications 
that appear in the report which has 
been rendered or which is about to 
be rendered to the client. In fact, 
in their discussions with the credit 
men, the accountants should acquaint 
them with the nature of the en- 
gagement, especially if the audit is 
limited in scope. This collaboration 
between the credit grantors and the 
accountants may sometimes result 
in a joint recommendation to the 
client that he authorize a broaden- 
ing of the scope of the audit. 

The collaboration between the ac- 
countants and the credit grantors 
takes further form when they jointly 
urge upon the client the wisdom of 
keeping expenses within proper bounds 
and adhering to a program of con- 
servative personal withdrawals. In 
such cases, the desirability of estab- 
lishing a budget upon which to predi- 
cate his operations for ensuing pe- 
riods is impressed upon the client. The 
information contained in these budgets 
also assists the credit grantors in 
judging the financial prospects of 
an enterprise. A declining tendency 
in sales and profits is usually care- 
fully watched by the credit grantors. 
Sometimes the lack of such infor- 
mation may create serious credit 
problems. 

At this point it may well be stated 
that, although the accountant may 
within the authority granted him 
convey vital financial data respect- 
ing his client’s affairs to the credit 
grantors, he should not be obliged 
to assume any responsibility that is 
outside the scope of the audit en- 
gagement. Very often a credit man 
will ask the accountant for an ex- 
pression of opinion as to his client’s 
credit responsibility. The account- 
ant must scrupulously avoid passing 
judgment thereon. The amount of 
credit to which a client is entitled 
should be determined by the credit 
grantor only. Adherence to such a 
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policy may avoid serious repercus- 
sions should a client get into finan- 
cial difficulties through unforeseen 
circumstances. Furthermore, if an 
accountant were to give an opinion 
in one case, it would arouse sus- 
picion if he should decline to pass 
judgment in another. 

The monthly audit reports which 
form the basis for the information to 
be supplied to credit grantors should 
contain, wherever possible, compara- 
tive operating statistics relating to 
similar periods. These comparisons 
may indicate satisfactory progress, 
and even though the balance sheet 
figures may reflect an unfavorable 
position which may be but tempo- 
rary, the tendency toward a better 
operating result may provide a basis 
for a more liberal extension of credit. 

Due to the fact that monthly in- 
ventories are not usually available, 
it is important that the accountant 
inspect the client’s cost calculations 
book and obtain therefrom the in- 
formation as to anticipated mark- 
ups which the credit grantors will 
require for their guidance. By ap- 
plying this percentage of mark-up 
to the monthly sales volume and 
giving effect to the known expenses, 
the credit grantor is in a position 
to formulate some opinion as to 
whether his customer is operating 
profitably. Without this close col- 
laboration between the accountant 
and credit grantor, many a small 
firm would be unable to increase 
its capital or perhaps even to sur- 
vive, because it could not obtain 
sufficient credit with which to carry 
on its business. 

Many illustrations may be given 
of the value and advantage derived 
by clients and credit grantors from 
practical cooperation between the 
latter group and the accountants. 
One case in point is that of a client 
who, despite a substantial equity in 
his business, was unable to meet his 
maturing obligations due to a top- 
heavy merchandise position at the 


November 





he 
of 

leg 
inc 
creé 
an’ 


sal 
wo 
sus 
cre 
for 
che 
reg 
pre 
ize 
wa 
to 

col 
ere 
the 
tio! 
in 

anc 
me 
duc 
in | 
ind 


cor 
tial 
res) 
wa: 
cre 
Th 
me; 
con 
tur 
The 
situ 
ace 
ord 
Visi 
upc 
Thi 
itor 
clai 
trib 


tag 


cre¢ 


19 


_ _— 





Monthly Audits 


height of his season. When several 
of the creditors threatened to take 
legal action to collect the past due 
indebtedness, a meeting of the larger 
creditors was called at the account- 
ant’s office and the picture presented 
to them. Realizing that a forced 
sale of the merchandise on hand 
would cause a substantial loss to be 
sustained by the client, the larger 
creditors agreed to freeze their claims 
for several months until the mer- 
chandise could be disposed of in the 
regular channels at a normal gross 
profit. The accountant was author- 
ized and directed to keep a close 
watch on the business and to report 
to the creditor group weekly. This 
collaboration between the credit 
grantors and the accountant enabled 
the client to meet his other obliga- 
tions promptly. There was no break 
in the continuity of the business, 
and when the season was over the 
merchandise inventory had been re- 
duced to normal and the client was 
in a position to pay all his past due 
indebtedness. 

\nother case may be cited of a 
company that had sustained substan- 
tial losses during the season, as a 
result of which its working capital 
was reduced to a point where the 
creditors’ interests were jeopardized. 
The stockholders had no outside 
means with which to augment the 
company’s working capital, and ma- 
turing obligations could not be met. 
The creditors were apprised of the 
situation at a meeting called by the 
accountant for the company. An 
orderly liquidation under the super- 
vision of the accountant was agreed 
upon by the creditors and the client. 
This liquidation resulted in the cred- 
itors receiving full payment of their 
claims and left some balance for dis- 
tribution to the stockholders. 

Another illustration of the advan- 
tages which both the clients and 
credit grantors may derive from 
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close collaboration with the account- 
ant is the case of a client who had 
sustained operating losses for sev- 
eral successive seasons. The bank 
which had granted him liberal ac- 
commodations in the past lost con- 
fidence in his ability to operate the 
business profitably, and despite the 
fact that the stockholders invested 
additional funds in the company in 
order to make up for the operating 
losses, the bank declined to extend 
any credit for the ensuing season. 
This fact had to be conveyed to the 
credit grantors inasmuch as the ability 
of the client to meet his obligations 
at maturity depended to a large ex- 
tent upon the amount of bank credit 
that he could obtain. The picture 
was then presented to another bank- 
ing institution which agreed to ex- 
tend a reasonable line of credit on 
the understanding that the account- 
ants were to check the client’s affairs 
frequently, arrange to budget his ex- 
penses, and keep the bank informed 
currently by submitting financial 
statistics at least once a month. 
Through this cooperation the client 
was enabled to obtain the amount 
of merchandise that he needed to 
carry on his business. The opera- 
tions are now on a profitable basis 
and there is every indication that the 
confidence of the credit fraternity in 
this client will be fully restored by 
the end of the present season. 

It is therefore evident that one of 
the important services of the ac- 
countant in connection with monthly 
audits is his collaboration with credit 
grantors. This collaboration has had 
the encouragement of the seekers of 
credit, who have come to realize that 
action on their requests for credit 
consideration has been facilitated by 
their cooperation with their credit 
grantors through their accountants. 
I have no doubt that this active co- 
operation has benefited not only the 
clients and credit grantors but the 
accounting profession as a whole. 
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Thoughts on Monthly Audit Procedures 


By STEPHEN CHAN, C.P.A. 


The fundamental principles of ac- 
counting and auditing apply to monthly 
as well as to annual or balance sheet 
audits; however, certain methods 
and procedures, while applicable to 
any audit, are particularly adaptable 
to monthly audits. It is toward those 
procedures that this paper is directed. 


Workpaper Schedules 

It is unfortunate that so many 
practitioners neglect the matter of 
workpapers on monthly engagements 
and await the year-end before pre- 
paring a complete set of schedules. 

You will find that once the work- 
papers are outlined and a folder es- 
tablished therefor, it is not a time- 
consuming matter to keep the sched- 
ules up to date. In fact, these sched- 
ules will prove to be valuable audit 
aids. 

[ will present in outline form my 
conception of the minimum work- 
paper requirements for monthly audits 
of ordinary commercial enterprises. 


Index.—The first sheet in the work- 
paper folder is the index, which 
should be drawn up on a seven- 
column sheet leaving spaces between 
the various items for schedules which 
may subsequently be required. 


Data Sheet—An auditing firm em- 
ploying several staff men will find 
it helpful to follow the index with a 
data sheet listing the client’s name 
and address, a description of the 
business (indicating whether whole- 
sale or retail and the type and price 
range of the products carried or 
manufactured), the name of the 
bookkeeper and of the person with 
whom the report is discussed, as 
well as a listing of the books in use 
and a general outline of the system 
employed. 

A sheet of this type will obviate 
several of the questions usually asked 
by each new man on an engagement. 
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Audit Program.—The audit _pro- 
gram, drawn up separately for each 
client, should be detailed and not 
too cryptic in form, and should pro- 
vide for the initials, each month, of 
the person carrying out each opera- 
tion. 


Trial Balance and Journal Entries. — 
The accounts on the trial balance 
should be listed in balance sheet and 
profit and loss statement order to 
facilitate the preparation of the re- 
port. By using 14-column paper, six 
months’ trial balances may be listed 
without rewriting the account cap- 
tions. 

Journal entries which are repeated 
monthly, such as those recording de- 
preciation, discounts, bad debt re- 
serve, unexpired insurance, etc., may 
also be set forth on 14-column paper 
so that each month’s entry follows 
the preceding month across the 
sheet, thus obviating much rewrit- 
ing and explaining. 


Balance Sheet Accounts —The major 
balance sheet accounts are supported 
by workpaper schedules written on 
14-column sheets providing for six 
to twelve months’ items across the 
page, using only one set of side- 
captions. 

The bank reconciliation should in- 
dicate both the name and address of 
the depositories employed. The re- 
conciliation sheet should also indi- 
cate the last check number entered 
each month, for reference when start- 
ing the following month’s audit. 

The petty cash count and recon- 
ciliation should be detailed in the 
papers, listing all I.0.U.s or old 
vouchers in the fund. 

It will be found helpful for both 
accounts receivable and payable to 
have a sheet indicating a compari- 
son of the debit and credit totals 
of the respective detailed schedules 
with the net controlling account 
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balance. This schedule will remind 
the accountant to actually compare 
the details and controlling accounts, 
and also to segregate on the balance 
sheet debit and credit totals for both 
customers and creditors. 

The fixed asset schedules should 
provide in running form a detailed 
listing and description of each month’s 
additions. 

Items such as loans and exchanges 
and notes receivable and payable 
should be listed in the papers, indi- 
cating at least the date the trans- 
action arose, the amount, the name 
of the person or company involved 
and the due date of the item. Such 
schedules will help disclose ‘loubt- 
ful and questionable items often 
hidden in general ledger accounts. 

The item of unexpired insurance 
premiums is supported by a detailed 
insurance schedule, kept up to date 
monthly, and is helpful for periodic 
comparison of coverage with asset 
values. The column headings for 
such a schedule are as follows: 
“Type of Coverage,” “Amount,” 
“Policy Number,” “Insurance Com- 
pany,’ “Term of Policy,” “Total 
Premium,” “Monthly Expiration,” 
and twelve columns for the unex- 
pired premium each month. The 
various types of coverage such as 
fire, burglary, etc. should be grouped 
on the schedule, leaving space be- 
tween each group when drawing up 
the listing in order to provide for 
new policies. 

The details of the capital stock 
and minute books are brought for- 
ward from year to year and appear 
in the current workpapers. For 
smaller clients this will usually be 
found preferable to the maintenance 
of a “permanent file.” 


Income and Expense Accounts.— 
Items such as sales, purchases, re- 
turns, discounts, etc. should be listed 
in comparative form by months on 
a schedule which also indicates the 
prior year’s figures. This affords a 
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comparison of activity and a guide 
for coming operations. 

When one of the audit steps is 
accounting for sequence of invoices, 
the first and last numbers checked 
each month should be indicated on 
a workpaper sheet in order that the 
next month’s audit will not skip 
any items. 

Ledger expense accounts which 
are not sufficiently detailed on the 
trial balance may be broken down in 
the workpapers. 

It has been found helpful to 
include in every set of papers a 
tax schedule set-up to indicate the 
months down the left-hand side of 
the sheet and the type of tax across 
the sheet. As the tax is paid, the 
amount thereof is entered in the 
proper column. Columns are opened 
for Federal social security, State un- 
employment, Federal capital stock, 
State franchise, city sales, gross re- 
ceipts and other applicable taxes. 
This schedule thus reflects at a 
glance whether the tax payments are 
up to date, and affords an analysis 
useful both for the preparation of 
statements and income tax returns. 

The papers should also contain 
audit notation sheets. Each nota- 
tion should be marked off to indicate 
that it was followed up and the 
ultimate disposition. 


Audit Procedure 


Footings and Extensions —In order 
to reduce the detail work on monthly 
audits, [ would suggest that the 
auditor review the client’s procedure 
in connection with purchase and 
sales invoices. If the extensions 
thereof are double-checked by the 
client’s office it is unnecessary dupli- 
cation for the auditor to recalculate 
the items. If a complete double 
check does not exist, the auditor 
should either arrange to do this work 
or inform the client that it is not 
being done. 

The following general rules may 
be adopted in footing books: 


147 








The New York Certified Public Accountant 


99 66 


On all audits the “cash,” “discount” 
and “general” columns of the cash 
books should be footed, and the final 
totals cross-footed. It is also essen- 
tial that the “brought forward” to- 
tals of each column on each page be 
be checked to the following page in 
the cash books. 

The accounts receivable and pay- 
able columns may be test-footed in 
certain months. 

When the cash receipts book con- 
tains both “total cash” and “bank 
deposit” columns, the composition 
of all deposits should be footed and 
checked with the “deposit” column 
figure. 

The “accounts receivable” column 
in the sales journal and the “accounts 
payable” column in the purchase 
journal should be footed and the 
totals at the end of the month cross- 
footed. 

The general ledger accounts should 
be footed and checked to the trial 
balance figures. 


Cash Receipts and Disbursements. — 
In connection with the audits of 
small and medium sized concerns, 
it is usually important, when recon- 
ciling the bank accounts, also to 
inspect the check books. The following 
should be noted: 

(a) Look at the back of the check 
book to discover if checks are being 
used from the back of the book or 
out of numerical order. 

(b) The first check used in the 
current month should immediately 
follow the last number entered in 
the prior month’s cash book, and the 
last check used in the current month 
should be properly entered in the 
cash book. 

(c) Account for all checks ; voided 
checks should be retained and placed 
with the bank statement each month. 

(d) The balance on the check 
stubs should agree with the cash 
book balance. The proprietor or 
officer of the smaller enterprises usu- 
ally relies on the check book balance 
for his information. 
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(e) Scrutinize the stubs for pos- 
sible explanations which may throw 
light on the proper distribution in 
the cash book of checks in large or 
round amounts. 

In addition to the foregoing mat- 
ters, the steps in a detailed program 
for bank reconciliations may be sum- 
marized as follows: 

(A) Foot the cash receipts and dis- 
bursements books, and cross-foot the 
totals. 
(B) Vouch the cancelled checks to 
the cash disbursement book; in so 
doing: 

1. See that the distribution of 
every check is in accordance with 
the nature of the check as drawn, 
and that the name of the payee in 
the disbursements book agrees with 
the name on the check. 

2. Examine checks for correct sig- 
nature and for double endorsements. 
Do not overlook checks on which the 
second endorsement is that of an 
officer or employee. Do not pass 
any checks on which the pavee’s 
name or the amount has been erased. 

3. Investigate every check posted 
to an account or column other than 
that indicated by the name of the 
payee, and audit carefully all checks 
payable to “cash.” 

4. If a prior month’s outstanding 
check is subsequently cancelled with- 
out being put through the bank, note 
this fact on your reconciliation. The 
prior months’ outstanding checks 
should be checked to the cash book 
when received from the bank. 

5. See that discounts are taken by 
the client on accounts payable 
wherever allowable. 

(C) Check the individual deposits 
indicated on the bank statement and 
compare them with the daily cash 
book totals. Trace any differences. 

1. Differences may result from re- 
ceipts entered in the cash book but 
deposited in the following month, or 
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from a deposit made for which no 
entry appears in the cash book. 


2. If there is an outstanding de- 
posit, see that it consists only of 
the last day’s receipts, is reasonable 
in size compared to a usual day’s 
collections, and was deposited on 
the first day of the next month. 
Always check the prior month’s out- 
standing deposit to see that it was 
promptly deposited. 


3. Obtain duplicate deposit slips 
from the bank covering several days 
of any month under review, includ- 
ing the first and last day of the 
month, and check the composition 
of the deposit to the cash book 
items. This should be done once or 
twice a year on every audit. 


(D) Scrutinize the bank statement 
for large, round sums thereon (fol- 
lowing up each item), and for nota- 
tion letters signifying credit or debit 
memos, discounted notes, ete. All 
bank charges and credits should be 
vouched to the bank’s memo notices. 
\ny erasures, blots, or illegible fig- 
ures on the statement should be veri- 
fied by letter written to the bank 
requesting a new statement to be 
sent directly to the auditor. 

In fact, many auditing firms are 
now requesting that the bank state- 
ments and cancelled checks be de- 
livered directly to their office once 
or twice a year, in order that all 
checks and data may thus be audited 
before the client’s staff has any 
opportunity to tamper with, or sub- 
stitute, items on the statements. 


(EZ) Serutinize the cash receipts 
book for round, even amounts and 
for the size of discounts. Where 
excessive or unusual discounts are 
entered, or where no discount is 
entered for a trade item, secure the 
client’s approval thereof. 

Note that loans or advances re- 
ceived in the month under audit 
are not again withdrawn at the be- 
ginning of the subsequent month. 
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(F) Prepare the reconciliation and 
tie up the book and bank statement 
balances. 


1. Where there is more than one 
bank account, and there is reflected 
an outstanding deposit in transit to 
one bank by check drawn on another, 
see that the check is deducted on 
the first bank’s reconciliation. 


(G) When checking postings from 
the cash book to the general ledger, 
see that sufficient columns are pro- 
vided so that not too many items 
appear in the “general” column. 
There should be indicated at the foot 
of each column the ledger page to 
which it is posted. 


Purchases —The auditor should bear 
in mind when vouching purchase 
bills that one of the most important 
factors to be ascertained is that the 
merchandise was actually received. 

The best method usually is to 
have the receiving ticket attached 
to the purchase bill. In cases where 
a numbered receiving register is 
kept, the invoice should be checked 
to this record. In all cases see that 
the bill is initialled by an author- 
ized person both for quantity and 
price of the items received. 

The auditor should be suspicious 
of large purchase returns. When 
this condition appears, inspect the 
creditor’s statement to vouch the 
authenticity of the item. 


Sales and Sales Returns.—F¥or cli- 
ents who have cash sales, the ade- 
quacy of the cash sales records 
should be reviewed, especially with 
regard to internal control. The cash 
sales should be audited in detail at 
least twice a year; in this connec- 
tion, make certain that the deposit 
of the funds arising from such sales 
is prompt and that no disbursements 
are made out of such funds before 
their deposit. 

Both cash and other sales invoices 
should be prenumbered and all num- 
bers accounted for. 
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When footing or extending the 
sales, watch for unusually large in- 
voices, especially if they appear 
toward the end of the month or 
period. In connection with such 
large items, check the express re- 
ceipt, shipping record and, if pos- 
sible, the original order received 
from the customer, in order to vouch 
the authenticity thereof. 

The junior, vouching or totalling 
sales, should prepare a list of all 
sales made at less than the regular 
prices. The effect of such sales 
upon the gross profit percentage 
should be discussed with the client. 

In connection with monthly au- 
dits, it should be a matter of routine 
to check the sales of the last few 
days of the month to shipping or 
other records to definitely ascertain 
that the merchandise was shipped 
during the month being audited. 

Sales returns should be test-checked 
at various intervals to the receiving 
records, and the postings from the 
sales return book should be test- 
checked to the customers’ accounts 
to ascertain that the receivables have 
been properly reduced. 

Watch for large returns in the 
subsequent month of sales made 
near the end of the current month. 
Such items should be reversed in 
the auditor’s workpaper journal en- 
tries. 

All invoices marked “no charge” 
and all entries for allowances to 
customers should be specifically ap- 
proved by the initials of a responsi- 
ble officer of the client. The book- 
keeper’s word or approval is not 
adequate in this case. 


Payrolls——Payroll increases should 
be approved by a responsible officer 
of the client. 

Where the employees are too 
numerous for one responsible execu- 
tive to remember their respective 
salaries, the auditor should actually 
pay off the employees once a year 
without giving anyone, other than 
the chief executive, advance notice 


150 


of this procedure. When paying the 
employees the auditor should check 
the salaries to the payroll schedule 
and see that the total paid out agrees 
with the total indicated by the pay- 
roll check drawn by the payroll 
clerk. 


Accounts Receivable and Payable.— 
When the bookkeeper takes off and 
submits a schedule of receivables 
or payables, the auditor should not 
merely compare the total thereof 
with the control, but he should also 
foot the list to see if the totai is 
correct, investigate any balances in 
even amounts and follow up large 
credit balances in receivables or 
debit balances in payables. 

The auditors should review and 
scrutinize the accounts receivable 
ledgers—a section each month, if 
voluminous—and prepare a list of 
the slow accounts and of customers 
who make remittances “on account” 
and have rising balances. These 
items should be discussed with the 
client with the adequacy of the bad 
debt reserve in mind. 

The postings to the customers’ 
and creditors’ ledger accounts should 
be test-checked periodically, unless 
the accounts are verified by direct 
correspondence at least annually. 

The larger balances on the book- 
keeper’s list should be checked back 
to the customers’ or creditors’ ledger, 
and inquiry made as to why any 
old balances are still open. 

The larger creditors’ balances should 
be checked to creditors’ statements. 
The bookkeeper should always be 
instructed to hold the creditors’ 
statements for such review. 

When monthly statements are pre- 
pared, unentered bills and merchan- 
dise in transit are of great impor- 
tance. Look in the following month’s 
purchase journal, receiving book, 
and in the files, for bills applicable 
to the month under review. Accrue 
all such items or footnote the bal- 
ance sheet as to the exact amount 
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not accrued, giving the reason there- 
for. 

Analyze contractors’ controlling 
accounts on the books of dress, coat 
or blouse manufacturers. Do not 
show a net balance on the balance 
sheet, but reflect goods with con- 
tractors as a part of the inventory 
and set up as a liability, by work- 
paper journal entries, the labor due 
thereon. 

Conclusion 

In conclusion it may be well to 

mention that no predetermined audit 
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program is an adequate substitute 
for the exercise of intelligence and 
initiative on the part of the auditor. 
The audit program sets forth mini- 
mum requirements; the progress of 
the audit dictates the additional steps 
to be followed. 

It should also be understood that 
I have made no attempt in this paper 
to present a complete exposition of 
workpaper preparation or audit pro- 
cedure; my thoughts were set forth 
in outline form as indicative of what 
may be done in certain cases. 
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HE following is a list of applicants admitted to membership and associate 
membership in the Society, and also associate members advanced to 
membership at the meeting of the Board of Directors held on October 20, 1941: 


Membership 

Hershey, Samuel, 509 Fifth Avenue. 
Jokelson, Louis, 217 Broadway, 

Of A. L. Menikoff & Co. 
Nelson, Andrew, 19 Rector Street. 
Rich, Manuel, 102 Broadway, Newburgh, 
Sanders, Fred C., 291 Broadway. 
Solomon, Abraham, 103 Park Avenue, 

Of Abraham Solomon & Company. 
Squire, Jay Monroe, 120 Broadway, 

With Barrow, Wade, Guthrie & Co. 


Associate Membership 
Staunton, Robert Edwin, 1133 Mercantile 
Bldg., Rochester, N. Y., 
Of Robert E. Staunton and Company. 
Maley, Robert A., 1635 Marine Trust 
Building, Buffalo, N. Y. 
With Amen, Surdam & Company. 
Denier, Frank X., 67 Wall Street, 
With Arthur Andersen & Co. 
Eisner, Edward, 11 Park Place, 
With Albert J. Solomon. 
Feinsilber, Jacob, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Feldman, Philip Z., 8119 Rockaway Boule- 
vard, Ozone Park, L. I. 
With Rich-Haven Motor Sales Inc. 
Goldstein, Irving Aaron, 1841 Broadway, 
With Lennard, Green & Co. 
Hibel, Bernard, 11 Park Place, 
With Janis and Bruell. 
Laurino, A. Albert, 277 Broadway, 
With Sobel and Sobel. 
Rubman, Fred, 135 Broadway, 
Of Rubman & Rubman. 
Ryan, Stephen A., 393 Seventh Avenue, 
With Equitable Life Assurance Society 
of the United States. 
Semel, Lewis H., 85 Delancey Street, 
With Public National Bank and Trust 
Company. 
Kopelan, Paul D., 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
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Advancement from Associate Membership 
to Membership 
Bode, John W., 19 Rector Street, 
With Waterman Steamship Agency, 
Ltd. 
3ourdius, John P., 22 East 40th Street, 
With J. E. Brewer & Company. 
Firstenberg, Mary, 60 Park Place, New- 
ark, N. J., 
With Puder & Puder. 
Houghland, William, 56 Pine Street, 
With Price, Waterhouse & Co. 
Janelli, Roger A., 1079-81 Lexington Ave., 
Of Acampora & Janelli. 
Keen, W. Ralph, 52 William Street, 
Of Zirkle, Breden & Co. 
Kelly, John Thomas, 56 Pine Street, 
With Price, Waterhouse & Co. 
Lyons, Desmond A., Dupont Building, 
Wilmington, Del. 
McBrien, Vincent J., 55 Liberty Street, 
With Ward, Weber & Company. 
Natthen, Leonard Wallace, 74 Trinity 
Place, 
With Joseph Froggatt & Co. 
Pattison, Reginald H., 80 Maiden Lane, 
With Touche, Niven & Co. 
Perry, Louis N., 350 Madison Avenue, 
With Hurdman and Cranstoun. 
Tombler, Harrison Francis, 110 East 42nd 
Street, 
With Cornelius V. McGinity. 
Witt, Vincent W., 342 Madison Avenue, 
With Samuel Sonet & Company. 


The number of members in the 
Society as of November 1, 1941, is 


as follows: 
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Peter Guy Evans, C.P.A., LL.B., author of “Significant Federal Tax Decisions and Rulings 
of 1941,” is associated with National Starch Products, Inc., and is a lecturer in accounting 
and taxation at Rutgers University. He received an A.B. degree from Columbia Uni- 
versity in 1931 and an M.S. from the School of Business in 1932. In 1937 Mr. Evans 
graduated from St. John’s University School of Law, being admitted to the New York 
Bar in that year. He has been a member of the Society since 1941 and of the New York 
State Bar Association since 1938, also holding membership in the National Association 
of Cost Accountants. 

Epwagap G. Carson, C.P.A., author of “Accounting for Nonferrous Metal Mine Develop- 
ment,” is with Lybrand, Ross Bros. & Montgomery in New York, and a graduate of 
New York University, class of 1925, B.C.S. He has been a member of the Society since 
1930, and of the American Institute of Accountants since 1936. At present Mr. Carson 
is vice-chairman of the Society’s Committee on Mining and Smelting Accounting. He 
is also the author of “Inventories of Nonferrous Metal Mines, Smelters and Refineries,” 
which was published in the January, 1941 issue of this magazine. 

RayMonp G. Ankers, C.P.A., author of “Staff Training for the Beginner in Professional 
Accounting,” is personnel manager of Lybrand, Ross Bros. & Montgomery, and chairman 
of the Society’s Committee on Employment. He is also serving on the Publication and 
Accountants’ Office Procedure committees. Mr. Ankers has been a member of the 
Society since 1933, and of the American Institute of Accountants since 1936. At the 
September, 1941, annual meeting of the Institute in Detroit he presented a paper on 
“Staff Training Methods.” 

J. Lewis Sruon, C.P.A., of J. L. Simon & Co., co-author with Louis Schiff of “Machine 
Accounting for Collateral Accountants Receivable,’ received his accounting education 
at New York University, graduating in 1927 with the degree of B.C.S. He has been a 
member of the Society since 1935, and at present is serving on the Accounting Machinery 
Committee. Mr. Simon is also a member of the American Institute of Accountants, and 
the author of a number of published articles on machine accounting. 

Louts Scuirr, co-author with J. Lewis Simon of “Machine Accounting for Collateral 
Accounts Receivable,” is manager of the Loan Division of the Trade Bank and Trust 
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Company, and a member of the Society’s Restaurant Accounting Committee. He received 
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Society’s Committee on Monthly Audits and a member of the Committees on Publication 
and Administration of Accounting Engagements. Mr. Kahn received his accounting educa- 
tion at New York University and the College of the City of New York. He has been a 
member of the Society since 1929 and of the American Institute of Accountants since 1931. 
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Monthly Audits,” is a partner of David Berdon & Co., and the present Chairman of the 
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Committee. Mr. Sandler graduated in 1918 from New York University with the degree 
of B.C.S., and has been a member of the Society since 1920. 
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with Eisner & Lubin. He is a member of the Society’s Committee on Monthly Audits, 
Chairman of the Society’s Committee on Accountants’ Office Procedure and member of 
the Committee on Administration of Accounting Engagements. In 1931 he graduated 
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VICTORY begins 





at a thousand peaceful desks 


PEACEFUL desks? Yes... far away from 


bombs and blitz and bloodshed come the 
calculations that must be made before a new 
factory is built or a new weapon designed or 
an employee paid ...the calculations whose 
swift, accurate flow promotes swifter produc- 
tion of the goods to make America strong 
and secure. 


On thousands of such desks, all over America, 
the Remington Rand Printing Calculator does 
this time-saving job in three essential ways... 
as a complete calculating machine providing 
printed electric multiplication and printed auto- 
matic division...as a fast adding-subtracting- 
listing machine... and when equipped with 
wide carriage, as a low-cost statistical machine, 
able to print calculations directly onto large 
forms. 





It will pay YOU to investigate the ONLY 
Calculator that PRINTS as it divides auto- 


matically, as it multiplies, as it adds and 


subtracts... 


The Remington Rand 


Printing Calculator 
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In every kind of business today... retailing 
wholesaling, banking, shipping, manufactur 
ing... thousands of Printing Calculators ac 
saving time (and thus helping speed distribu. 
tion and step up factory production) on even 
kind of calculation... markup, interest, em- 
ployees earnings, cost estimates, inventories, 
taxes, invoice and order extending. 


There’s a way this sensational figuring m- 
chine, the only one of its kind, can save you 
time in your business. Let us prove it in a wa 
that won’t obligate you in the slightest. Se 
the machine in operation, at your office ot 
ours. Today...Call the Remington Rand brand 
office nearest you... or 
phone, wire or write 
Remington Rand Inc., A 
Buffalo, New York. wit 
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THEY PAY 
THEIR WAY 


Thousands of the largest financial and indus- 
trial concerns have installed McBee Keysort, 
Unit Analysis and Waxspot. In every instance 


a 
4) the installation was made after proof that: 
1. The total cost of producing the results would 
etailing be lower.... 
jufactur- 
tors are baal 
distribu . The inal reports would be accurate and 
ym every 


intelligible... . 


est, em 
>ntories, or 


| . The reports would be completed at an earlier 
ing me 


date. 
SAVE Yo 
i a Wal —and that existing methods 
est, See or systems would not be sub- 
-_ jected to drastic changes. Ask 


the McBee representative. 


MGS] THE M°BEE COMPANY 
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il General Offices: Athens, Ohio 


I Sales Offices in Principal Cities 
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Announcing Two New Tax Books for 1941-42 Nee4, 
by Robert H. Montgomery —_ y 








1. A Brand-New Handbook of 


xcess Profits and Other Federal 
Taxes on Corporations 





High Authority; 
. s Y PECIALLY prepared to meet the unusually difficult requirements which th 
Practical Advice S year confront all who are working with corporation taxes. Answers yoy 


need for complete information, in one place and freed from all irreleyay: 
matters, on those aspects of corporate taxation that are going to giy 
most trouble. 


rypiue famous Montgomery tax 
handbooks are standard equip- 
ment with the thousands of ac- 


counting firms, lawyers, banks, and It concentrates particularly on straightening out intricacies of the exces: 
business organizations which use  ),,ofts tax in the application of which lie so many traps. No excess profits 
them year after year. : tax return should be filed, no important or inter-company transaction shou! 
oo, H. i eric oncenghe one be effected, without review of the unique, interpretative counsel in thi 
te) merica’s well-known tax au- 
euities, We ts 0 Counsdiorat- "°"™* 
Law: a Certified Public Account- This Handbook explains requirements of the law, including changes : 
ant; author of Auditing, of Federal manner of computing the tax, as you meet them in applying the statute: 
Tax Practice, and, since 1917, of practical business situations; interprets the effect of significant Treasur 
successive editions of his Federal rulings and court decisions. 
— cnr ae yer —— It applies wide experience under successive excess profits tax laws, to hel 
ey elect and follow through, under the many options provided, the course bes 
in the Monteomery tax vol- suited toa company’s particular needs; to explain methods of determinin 
mies. you get the benelit of crose- invested capital, admissibility of assets, base period earnings, credits, el 
ats emptions, qualifications for special relief. It helps you find alternative ani 


currents, recommen ions d ero rere 
. ears dations an perhaps more favorable courses; helps you see the possibility limiting effect: 
conclusions from countless cases RE CIS PR RESTS 

0 rece S 4 y Ss sn. 
where the author and the legal and . ? “ 


accounting experts associated with The book presents methods and rates for computing corporation norm 
him have had to take the responsi- income tax and surtax, and covers preparation of returns. It deals wit R 
bility of taking a position making decisions to be made under the capital stock tax and declared value exces: 
decisions. The Handbooks are dis- profits tax; requirements to obtain a deduction for amortization of eme: 
tinct; not paralleled or duplicated. gency facilities. Superbly indexed; you are getting maximum $7 5) 


information, presented for the maximum speed of reference. 








2. The 1941-42 Edition of Order Your Copies Now 
This year, yornngr ned background fa skill os 

t to take 

ederal Taxes on Estates, adcsamee of talc Mak at Gael Wake ae 


issued in ample time for your requirements; uw 


Trusts, and Gifts form below to get your order in now. 


: ’ let Pease itor t f th icone : THE RONALD PRESS COMPANY 
ie complete, outstanding treatment of these taxes—for : Dept. M548, 15 E. 26th St, New York, N. Y. 


accountants, attorneys, and trust officers; for executors, pe. Ra 
; ere : Please send us, as soon as issued, Montgomery's 
property owners and their beneficiaries. 3 1041-42 tax books as checked below: 
Covers application of federal estate and gift taxes, as well H { ] Excess Profits and Other Federal Taxes 
as the income tax problems peculiar to estates and trusts. It : Ott COTMOFOEIORS. 6 00s cctccccccccenscas 7.50 


[ ] Federal TaxesonEstates, Trusts, ‘and Gifts. 7.50 


: Within 5 days after receiving books we will send 
} payment in full, plus a few cents for delivery. 
(We pay delivery charges if you remit with order.) 


He ompany or 


brings up to date developments in this field resulting from 
the passage of the 1941 Revenue Act and the rulings and 
decisions of the past year incident to tax administration and 
to court review of contested questions. 


The counsel, suggestions, and warnings presented afford a Aaa os a ll eg ee 
unique and constantly useful foundation in determining legal ; (must be filled in unless you remit with order) 

and accounting questions arising the year round in handling : NI 
property. They offer farsighted guidance in considering ways ; By (your name).......+++seeeeeeeeesesereem 
S MERIRINORD ATAEERD «3.255 «s/s sisisicin'sic's, e.sic's «eas teees 


of minimizing taxes in planning the seamesana 
of estates. - - - - = = - - $7 50 





‘The Ronald Press Company, Publishers, 15 East 26th St., New York 
156 Novembe'} 19417 
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AID AMERICAN DEFENSE 





JOIN american RED cross 7 


RED CROSS ROLL CALL, Nov. 11-30, 1941 


Memberships and contributions assure: 


Blood for armed forces Disaster relief 
Surgical dressings for Army First aid training 

Aid to servicemen's families Water safety classes 
Nurses recruited Home nursing courses 
Nurse's aides trained Nutrition guidance 


WAR RELIEF IS CONTINUED BY WAR RELIEF FUND 


ACCOUNTANTS GROUP 
NEW YORK CHAPTER - AMERICAN RED CROSS 


315 Lexington Avenue, New York 
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FIGURES 


—the lifeblood of 


defense production 


Today—when minutes count— 
both government agencies and 
defense industries are meeting 
their figuring and accounting 
needs with various types of 
Burroughs machines that furnish 
the vital figures and records in 
less time, with less effort, and 
at less cost. 


Investigate — call Burroughs 
today. There's no obligation 
to you. 


BURROUGHS ADDING MACHINE CO. 
219 Fourth Avenue ALgonquin 4-6350 
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